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With Our Contributors 


Gustave Simons and Paul D. Seghers, “Re- 
lief From Excess Profits Tax Burdens With 
Special Reference To Section 722, Internal Reve- 
nue Code,” beginning on page 67, have written 
extensively on tax subjects. Mr. Simons is 
an attorney in New York City and Mr. Seghers 
is a certified public accountant there. This 
article is especially appropriate due to the 
losses which might be suffered if certain claims 
are not filed by April 21, 1943. 


E. K. Tillman—“Capital Stock and Declared 
Value Excess-Profits Tax Inequalities under 
the 1942 Revenue Act,” beginning on page 71, 
is a tax accountant in New Orleans. His 
article is timely for the consideration which 
may be given these taxes in the 1943 Revenue 
bill. 


Edward P. Ross—“Court Decisions With Re- 
spect To Depletion on Oil and Gas Leasing 
Transactions,” beginning on page 73, has been 
in tax practice for fifteen or more years. He 
is a member of the firm of Davidson, Ross and 
Co., Houston, Texas. 

























Jerome R. Hellerstein—“Inflation In Low 
Income Groups,’ beginning on page 75, is a 
member of the New York Bar and tax counsel 
to the trustees of Associated Gas and Electric 
Company and Trustees of Associated Gas and 
Electric Corporation. Formerly Mr. Heller- 
stein was Assistant Corporation Counsel of 
the City of New York in the Tax division. 




































John M. Maguire—“/nternal Revenue—Inter- 
nal or Infernal,” beginning on page 77, is pro- 
fessor of law, Harvard Law School and 
formerly a consulting expert to U. S. Treasury. 





Frank A. Farnsworth, Jr.—‘“The Pre-Pur- 
chase Plan—A Voluntary Curb On Inflation,” 
beginning on page 82, is instructor in Economics 
at Colgate University. Mr. Farnsworth’s 
article was prepared last year when the 1942 
Revenue Act was being debated in Congress; 
however, it is more timely now that such 
plans are being currently discussed in con- 
nection with 1943 legislation. 


M. Francis Bravman—“Pay-As-You-Go or 
Pay-After-It’'s Gone,” beginning on page 86, 
is an attorney in New York City and a mem- 
ber of the Committee on State and Local 
Death and Gift Taxes of the American Bar 
Association; member, Committee on Taxation 
of New York State Bar Association; member, 
Committee on Taxation of Association of the 
Bar of the City of New York. 


Wilbert C. Wehn—“Method of Calculation 
for Accrual of Interdependent Federal and 
Pennsylvania Corporate Income Taxes,” begin- 
ning on page 91 says that he has used his 
arithmetical method for years without a ques- 
tion having been raised in connection with it. 

He is connected with the firm of Scovell, 
Wellington & Company, Cleveland, Ohio. 


Bert V. Tornborgh—“The Shoptalkers” on 
page 92, is a C. P. A. in New York City. Mr. 
Tornborgh took over soon after the original 
Shoptalker went with the Navy. 
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Tax Highlights 


The answers to these questions are based on cases recently decided and 
in each instance the citation is given. 

We have paid a loan commission for two long term loans. 
May we deduct them on this year’s tax return? 


No. The commission paid should be spread out ratably 
over the period of the loan.—CCA-6, 43-1 ustrc { 9222. 


“ * x * * 


Upon the merger of two corporations, the stockholders of 
the merged corporation exchanged their stock for stock in the 
continuing corporation by turning over their shares to a sub- 
sidiary of the continuing corporation, which, after about a year, 
transferred the stock to its parent corporation and was dis- 
solved. Is this still a nontaxable reorganization? 


Yes. The temporary holding of the stock by the subsidiary 
did not prevent the treatment of the transaction as a nontaxable 
reorganization.—CCA-2, 43-1 ustc § 9219. 


* ** * * 





* 








My residence was destroyed by a hurricane. May | 
deduct sums actually spent to repair the damage and a “$5,000 
reserve to restore property damaged by hurricane”? 

Deductions of sums actually spent is OK. Deductions of 
a reserve is not OK.—U. S. T. C. CCH Dec. 12,817-D. 

* 





* * * * 


Our preferred stock carries a regular redemption feature. 
May we deduct distributions in connection with the stock as 
bond interest ? 


No. Your preferred stock must have a fixed maturity date 
and a right of action as for a debt upon default, consequently 
your distributions are dividends—CCA-5, 42-2 ustc { 9738. 


* * * * * 


My husband and I filed joint income tax returns. The 
Commissioner wants to impose joint and several liability upon 
me for income my husband failed to report. Can this be done? 

No. The filing of a joint income tax return does not impose 
a joint and several liability upon a wife for a deficiency based 


upon unreported income of her husband.—CCA-2, 43-1 ustc 
§ 9216. 


* * * * * 

I am a stockholder in an insolvent bank, can I take a 
deduction for any part of my stockholder’s liability this year 
while the bank is still in the process of liquidation? 

No. You must wait until the bank is liquidated and the 
amount of the loss can be ascertained —CCA-5, 43-1 ustc J 9201. 


* * * K ok 





Weare solvent and have assumed personal liability for the 
payment of bonds. We purchased some of these at a discount 
when they were due and unpaid. Do we incur any income? 


Yes. CCA-3, 42-2 ustc J 9818. 
More Tax Highlights on page 117 
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Relief From Excess Profits Tax Burdens, 
With Special Reference to Section 722 


By GUSTAVE SIMONS. and PAUL D. SEGHERS 


ECTION 222 of the Revenue Act of 1942 
S amended Section 722 of the Internal Revenue 

Code and tremendously broadened its provi- 
sions, and in fact, completely rewrote it. This, to- 
gether with the great increase in the rate of the 
excess-profits tax, has centered attention on this 
provision. 

A tax analysis with reference to Section 722 pre- 
sents a combined problem enlisting the labors of the 
accountant, the economist, the engineer and the at- 
torney. Such an analysis is of the greatest possible 
importance not only because it may present the only 
legitimate fashion of minimizing an almost confisca- 
tory tax, but also because an adequate analysis wiil 
usually cast a great deal of light upon the economic 
history, status and prospects of a business organization 
with economic advantages frequently equalling the 
tax gains made available by such an analysis. 

This article will follow the line of reasoning that 
the tax counsel will pursue, namely :— 

I—What savings, apart from Section 722, are 
generally available which may reduce or pos- 
sibly eliminate both the income and excess- 
profits tax liability? 

I1I—What are the general principles of Section 722 
to be considered in determining their applica- 
tion to the particular case? 

[1I—What material must be examined in determin- 
ing whether relief is available and the amount 
thereof? 

[V—What means should be followed in preparing 
and presenting pertinent material in support of 
claim for relief? 


I—~What Savings, Apart from Section 722, Are 
Generally Available Which May Reduce or 
Possibly Eliminate Both the Income and Excess- 
Profits Tax Liability 


There follows a brief and generalized check-list 
of elements that should be reviewed prior to a consid- 


eration of Section 722. The list is by no means 
exhaustive. 


A—Complete Elimination of Excess 
Profits Taxation 

1. Exempt corporations. 

(a) See Section 727 of the Internal Revenue 
Code. 

(b) Personal Service corporations—(Section 725 
of the Internal Revenue Code). 

2. Change in the form of business organization. 
Savings in this regard are prospective and involve 
dissolution of the corporation and carrying on busi- 
ness as an individual proprietorship or partnership. 
On this score many factors must be considered, chief 
of which is whether or not income will be concen- 
trated in a small number of individuals in the high 
personal income tax brackets or whether it can 
be split up among a larger group in the lower 


brackets without interfering with efficient business 
administration. 


B—Reduction of Taxable Income in 
Normal Fashion 


The high rate of excess profits taxation increases 
the emphasis on adopting every legitimately available 
means of reducing taxable net income. 

In this respect methods generally available in the 
past have become doubly important. Particular con- 
sideration, however, should now be given to the 
advantages of pension and profit sharing trusts as 
defined in Sections 165 and 23(p) of the Internal Rev- 
enue Code. In many instances, particularly in smaller 
closed corporations, reserves can best be created for 
the individuals interested in the corporation through 
these means. Many situations which did not justify 
this device in previous years now call for its operation 
because of the increased rates of taxation. Further- 
more, Section 162 of the Revenue Act of 1942 has 
defined the elements of legitimate trusts of this nature 
with more exactitude, giving to the tax counselor a 
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greater sense of confidence in recommending them. 
For recent articles on this subject see the December 
issues of this magazine and of the Bulletin of the Life 
Underwriters Association of the City of New York. 


C—Reduction of Excess Profits Taxation without 
Reduction of Net Income Through Means 
Other Than Section 722 


1. The eighty percent limitation on tax under 
Section 710 (1) (B) (but bear in mind that this limi- 
tation does not exempt the taxpayer from the appli- 
cation of Section 102, the surtax on corporations 
improperly accumulating surplus). 


2. Application of the “growth formula” where there 
are increased earnings in last half of the base period 
(Section 713 (f)). 

3. Application of seventy-five percent rule to the 
lowest year in the base period (Section 713 (e) (1)). 

4. The carry-back or carry-over of unused excess- 
profits credits (Section 710 (c)). 

On this score it is vital to bear in mind that if there was 
no excess-profits tax for the years 1940 and 1941, or 
if the tax was relatively small, consideration should be 
given to claiming relief under Section 722 in order to 
build up the credit so that there can be a carry-over of 
unused credit to 1942 or 1943. This claim must be made 
no later than April 21, 1943, or the opportunity to in- 
crease and to carry over the credit for these years will 
be lost. 

5. Reduction of abnormal income during the tax- 
able period (Section 721). This refers to the exclusion 
(from income subject to excess-profits tax) of income 
attributable to other years, such as that arising from 
collections on claims, awards or judgments, long term 
contracts, development of patents, changes in account- 
ing periods, termination of a lease, dividends on stock 
of foreign corporations, etc. 

6. Corporations completing contracts under Mer- 
chant Marine Act (Section 726) and corporations en- 
gaged in mining of strategic minerals (Section 731). 

7. Consolidated returns (Section 730). 

8. Capitalization of advertising or promotional 
expenditures (Section 733). 

9. Exclusion from excess-profits net income of cap- 
ital gains, income from the retirement or discharge 
of bonds, refunds and interest on A. A. A. tax, recov- 
eries of bad debts, dividends, income from industries 
with depletable resources, etc. (Section 711 (a) (1)). 
Similar computations under the invested capital 
method (Section 711 (a) (2)). 

10. Elimination of abnormal deductions, particu- 
larly those in excess of 125% of average deductions 
of the same class for the four preceding taxable years 
(See Section 711 (b) (1), particularly subparagraph J). 


February, 1943 


11. Supplementing average base period net income 
as a result of the acquisition of a component corpora- 
tion (Section 742). 

12. Partial use of the 10% post war credit for cur- 
rent retirement of debts (Section 783). 


13. Split up of one corporation into a number of 
corporations so as to obtain a larger number of $5,000 
exemptions. 

14. Limitations of tax in the case of certain mutual 
insurance companies (Section 710 (4)). 

15. Adjustments resulting in increased excess- 
profits net income for taxable years in the base period 
(Section 711 (b) (1) (paragraphs B, D, F)). 

16. Computation under either income or invested 
capital methods, whichever results in lesser tax, re- 
gardless of previous disclaimer (Section 712 (a)). 

17. Special provision as to foreign corporations 
(Section 712 (b)). 

18. Constructive base period net income of corpo- 
ration not in existence during all such period (Sec- 
tion 713 (d) (2)). 

19. Special credit for new capital (Section 718 
(a) (6)). 

20. With reference to borrowed invested capital— 
by issuing the proper form of evidence of indebted- 
ness a corporation may obtain credit which otherwise 
would be lost (Section 719 (a) (1)). 

21. Borrowed invested capital, in the case of cer- 
tain contracts with foreign governments (Section 719 
(a) (2)). 

22. Inclusion of pro rata unearned premiums as 
borrowed capital in the case of an insurance company 
(Section 719 (a) (3)). 

23. Inclusion of certain reserves as borrowed cap- 
ital, in the case of a life insurance company (Section 
719 (a) (4)). 

24. Invested capital of foreign corporations (and 
corporations entitled to the benefits of Section 261) 
(Section 724). 


25. Unused portion of credit for foreign taxes paid 
(Section 729 (c)). 

26. Supplement A—average base period net income 
—for taxable years beginning after December 31, 
1941, the benefit of this section is afforded taxpayers 
without the need of exercising any election. However, 
as to prior excess-profits tax years, in order to get the 
benefit of the amendments to this section made by 
the 1942 Act, it is necessary for the taxpayer to exer- 
cise the election provided for in Section 228 (f) of the 
1942 Act (Section 742 (a)). 

27. Net capital changes. Apparently, under the 1942 
amendments to this section, this provision might 
afford relief in some cases (Section 743). 
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28. Determination of invested capital under Sec- 
tion 718 (a) in the case of a transferee upon an ex- 
change (apparently, this section would afford relief 
in certain cases). (Section 760.) 

29. Invested capital adjustment at the time of tax- 
free intercorporate liquidation. (Apparently, this 
section would afford relief in certain cases). (Section 
761.) 


JI—What Are the General Principles of 
Section 722 to be Considered in Determining 
Their Application to the Particular Case? 


It may be stated very broadly that relief under 
Section 722 is available in a very large number of in- 
stances and the tax counselor should be most hesitant in 
foreclosing the possibilities available under these provi- 
sions without an exhaustive examination of the 
situation. The principal problem confronting the tax 
counselor is not “can relief be obtained under 722” 
but “how much relief can be obtained?” Since, gen- 
erally speaking, reasonable expenditures in ascertain- 
ing the availability of relief are themselves deductible 
items (under Section 23 (a)), it is certainly fool- 
hardy to abandon this section (by failing to file 
timely claims) without complete examination of the 
opportunities. 

The general principle of 722 is that the excess- 
profits tax is designed to tax at rates without prece- 
dent, income in excess of a normal income, the measure 
of normal income being either earnings during what is 
generally supposed to be a fairly profitable period of 
business activity, namely, the years, 1936, 1937, 1938 
and 1939, or a normal rate on invested capital. These 
assumptions of normality by the Treasury Depart- 
ment and Congress have proved to have so many ex- 
ceptions that the relief provisions of Section 722 in 
their present broad and equitable character have be- 
come necessary. 

In analyzing the provisions of Section 722, the first 
consideration should be that the Code measures excess 
profits either against a base predicated on average earn- 
ings during the period 1936-1939 or against a base 
predicated upon invested capital. Ifa corporation was 
actually or constructively in existence prior to Janu- 
ary 1, 1940, it has a choice between these two methods, 
(the previously existing binding election having been 
eliminated under the 1942 Act). Otherwise, the corpo- 
ration is limited to the latter, invested capital method 
except to the extent that it may be entitled to relief 
under Section 722. It should be emphasized once 
more that Section 722 does not lay down any precise 
formula for computing the amount of relief allowable 
thereunder, but merely permits the reconstruction of 
base period earnings at “what would be a fair and 
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just amount representing normal earnings to be used 
as a constructive average base period net income 
ok OK? 

Grounds for Relief in the Case of a Corporation 

Entitled to Use the Average Earnings Method 

Grounds for relief fall into three general classifica- 
tions, namely, 

(A) Those peculiar to the taxpayer. 

(B) Those peculiar to the industry of which the 

taxpayer is a member. 
(C) Broad general grounds. 


(A)—Ground for Relief Peculiar to Taxpayer. 

(1) Occurrence during or immediately before the 
base period of unusual events peculiar to the taxpayer 
which interrupted or diminished normal production, 
output or operation, or the occurrence of tempo- 
rary economic circumstances unusual in the case of 
the taxpayer which depressed its business during the 
base period. (Examples of the foregoing are the occur- 
rence of strikes, fire or floods, price wars and the like.) 
(Report of Committee on Finance, U. S. Senate, on 
Revenue Bill of 1942, Page 198). 

(2) Commencement of business during or immedi- 
ately prior to the base period. 

(3) Changes in the character of business during 
that time. If business of the taxpayer did not reach 
its normal level because of the delayed commencement 
or change in the character of business, earnings can 
be reconstructed on the assumption of the change or 
commencement of business two years earlier than was 
the case. Statutory examples of changes in character 
include: 

(a) Operation and management 

(b) Product or service 

(c) Production or operation capacity 

(d) Non-borrowed capital ratio 

(e) Acquisition before January 1, 1940 of com- 

petitors’ assets with lessened competition re- 
sulting. 

Examples of the application of the foregoing prin- 
ciples mentioned in the Report of the Senate Finance 
Committee include the case of a manufacturer of snuff 
who shifted to cigars in 1934 but did not realize normal 
earnings until 1938. Such a taxpayer would be per- 
mitted to shift forward by two years and reconstruct 
its average earnings for the period 1936-1939. 

Another example of a change in operations given in 
the same report is that of a company which in 1936 
was in the coal mining business and converted from 
a system of hand loading to mechanized loading, and 
still another is that of a concern which in 1938 shifted 
sales methods from door to door to direct sales to 
retailers. 

Further grounds for relief are indicated where prior 
to January 1, 1940 the taxpayer was committed to a 
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course of action resulting thereafter in changes in 
capacity for production or operation. Evidence of 
such commitment is a contract itself, the actual ex- 
penditure of money in commencement of changes, or 
other activity establishing the method. An example 
given in the Finance Committee is that of a mining 
company which in 1939 actually commenced the devel- 
opment of a new mine and the construction of a new 
plant and spent considerable sums of money during 
that year although the mine did not actually go into 
production until 1941. 


(B)—Grounds for Relief Peculiar to the Industry 
of Which the Taxpayer is a Member 


It should be noted that one of the tests under the 
foregoing statement of principles is that the circum- 
stances be unusual and peculiar to the taxpayer. The 
second principle, now under discussion, reverses the 
case and the circumstances must be common to the in- 
dustry, but in turn the industry must be the victim 
of circumstances unusual and peculiar to it in con- 
trast to the general economic condition of American 
business. 

Grounds for relief exist where: 


(1) The industry of which taxpayer is a member 
was depressed by economic events which were tempo- 
rary, unusual and peculiar to such industry. 


(2) Further relief is available where the industry is 
depressed because of a difference between the profit 
cycle peculiar to that industry and differing in length 
and amplitude from the general business cycle. The 
Senate Finance Committee has stated: “The period 
from 1936 to 1939 was a period of moderate prosperity 
for business in general.” If an industry as a whole has 
an experience which did not coincide with this gen- 
eralization, relief is generally available. An example 
referred to by the Senate is the machine tool industry 
where machine tools remain in service for many years 
and retooling orders do not necessarily coincide with 
periods of general public prosperity. Another ex- 
ample is the building industry and related industries. 


(3) Relief is generally available where the tax- 
payer is a member of an industry where conditions are 
such that there are sporadic and intermittent periods of 
nigh production and profits and such peaks did not 
occur in a fairly representative degree during the base 
period. Congress mentioned as an example of this 
the cannery industry where profits are contingent, 
among other things, on the size of the pack which 
might have had no relationship at all to general busi- 
ness conditions in 1936-1939. Other possibilities 
are the textile field, particularly those subject to varia- 
tion in fashions. For example, novelty veilings may 
simply not have appealed to the women of the United 
States in 1936-1939. Under such circumstances, the 
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Treasury Department and the inexorable laws of 
economics may bow to milady’s inexplicable tastes, 
In addition to the foregoing principles, the Code has 
a catch-all provision “for any other factor effecting the 
taxpayer’s business which may reasonably be con- 
sidered as resulting in an inadequate standard of 
normal earnings during the base period * * *,” 


Taxpayers Not Entitled to Use Credit Based on 
Average Earnings 

The principles for determining eligibility for relief 
hereunder fall into three classes: 

(a) A substantial portion of the capital actually 
involved in the business operation consists of intangi- 
ble assets not properly forming part of the invested 
capital as construed under Section 718. An example 
is a corporation largely dependent on good will, busi- 
ness connections and the like. In the words of the 
Senate Finance Committee if such a company “* * * 
lost money during its first two years of operation but 
by 1942 began to realize sizable profits, this company 
would be eligible to receive a constructive average 
base period net income on the grounds that one of its 
principal assets, the good will of its clientele, was not 
reflected in invested capital.” 


(b) If the taxpayer is in a business where capital 
of any kind is not an important element in the produc- 
tion of income, relief is obtainable; an example being 
a corporation which ordinarily would be a personal 
service corporation but for the fact that it uses a large 
staff of technical assistants. 

(c) The third situation is where the abnormality 
of invested capital with reference to income arises not 
out of the general type of business in which the tax- 
payer is engaged but arises out of a situation peculiar 
to the taxpayer. For example, a business where large 
earnings arise from the utilization of a factory, not 
owned but leased, where the income may be entirely 
out of line with the invested capital. 


In the foregoing instances the excess profits credit 


is predicated upon a constructive average earn- 
ings base. 


WI—What Material Must be Examincd in 
Determining Whether Relief is Available 
And the Amount Thereof 

The examination and presentation of a case under 
Section 722 depends on the integration of three different 
elements of statistical data, namely: 

(a) What the Senate Finance Committee referred 
to as “business in general,” in other words, the entire 
body of American business enterprise. 


(b) The condition of the industry of which the 
taxpayer is a member, and 


(Turn to page 112) 
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CAPITAL STOCK TAX INEQUALITIES 


A discussion of the Capital Stock Tax and Declared Value 


Excess-Profits Tax under the Revenue Act of 1942 
By E. K. TILLMAN 


value excess-profits taxes have been perhaps the 

most unpopular and controversial levies in the 
Internal Revenue Code. Despite repeated and 
thoughtful criticism, neither congressional nor treas- 
ury department proponents have submitted a reasoned 
defense, either on the grounds of expediency (that 
they produce needed revenue otherwise unobtainable) 
or of justice (that they recapture true excess profits). 
Apparently without too much consideration they have 
been retained, since first enacted in 1933, through ten 
major revisions of the revenue law and although the 
Senate version of the 1942 Act provided for repeal, 
they were restored to the bill in joint committee and 
finally reenacted. 

With such a legislative history it must-come as a 
surprise to those congressmen who insisted on retain- 
ing the capital stock and declared value excess-profits 
taxes in the law to realize that a large group of cor- 
porations are exempt, by the provisions of the Act 
itself, from any considerable additional taxes under 
Code Section 600, and that only relatively unprofitable 
businesses may pay a penalty because of inability 
accurately to forecast future earnings. In all probabil- 
ity this was not the legislative intent but, given only a 
humanly able Congress, periodic piecemeal tinkering 
with so complicated a statute as the tax law—its more 
than 1,300 utilized sections interdependent and cross- 


f= TEN years the capital stock and declared 
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referenced to the despair of lawyers and accountants 
—can only, from time to time, result in unintentional 
windfalls or inequities for certain taxpayers. The wonder 
is that they are so few. 

Doubtless every reader is familiar with the basis on 
which these taxes are presently imposed: a completely 
discretionary declaration of capital stock value with 
an excise tax of $1.25 for each $1,000 so declared, anda 
declared value excess-profits tax upon the entire tax- 
able net income in excess of 10 per cent of the capital 
stock declaration. The coordinate relation of these 
taxes would have no meaning unless Congress intended 
that a corporation with earnings in excess of 10 per cent 
of the value it had placed on its capital stock should 
pay a penalty for undervaluation. For many corpora- 
tions any substantial penalty no longer exists. 

It may reasonably be assumed that the original Act 
accurately reflected the taxing intentions of Congress. 
What those intentions were may be ascertained by 
computing a corporation’s taxes for the year 1933, 
based in the first table following on a declared value 
of zero and in the second on a valuation of $4,000,000: 


Table I Table II 

TWOE THOGIRG: aces .5008d cies osc $500,000.00 $500,000.00 
Capital stock tax at $1.00 per $1,000.. ........ 4,000.00 
Declared value excess-profits tax net 

MRT as Ea es 500,000.00 496,000.00 
Declared value excess-profits tax at5% 25,000.00 ........ ; 
Normal tax net income............ 475,000.00 496,000.00 
Normal tax at 134%.............. 65,312.50 68,200.00 





$ 72,200.00 


The least tax was paid when the declared value was 
exactly eight times the net income, the law then pro- 
viding for a 12% percent exemption. If no capital 
stock value was declared, total taxes were substan- 
tially increased: on the basis of the foregoing assump- 
tions by $18,112.50, equal to 25.09 percent. Declarations 
of $1,000,000, $2,000,000 and $3,000,000, the other fac- 
tors remaining unchanged, would have resulted in 
increases over the minimum taxes computed in Table 
II of $13,541.25 (18.76%), $8,970.00 (12.42%) and 
$4,398.75 (6.09%), respectively. Certainly it was not 
then the intention of the framers of the law to be lenient 
with corporations making a niggardly declaration of 
capital stock value. ‘ 

Although rates and credits have changed since 1933, 
the principle of the two taxes remains the same, but 


IR recites dea Nees $ 90,312.50 
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the results of their application are now far different. 
With additional assumptions necessitated by the far 
more complicated provisions of the 1942 Act, compu- 
tations corresponding to the above would now be made 
as follows: 


Table I Table II 

BUGCIOSOG WOIME nic ocins csedsciawss $5,000,000.00 
Capital stock tax at $1.25 per $1,000. ........ 6,250.00 
Net income (before capital stock tax) $500,000.00 500,000.00 
Declared value excess-profits tax net 

I Seca dc ont eae mins wo 500,000.00 493,750.00 
Declared value excess-profits tax at 

lr ge ee a Tak 66,000.00 nti, 
Excess profits tax net income...... 434,000.00 493,750.00 
Less excess profits credit (including 

ES co heh a oe ta aaa oes 150,000.00 150,000.00 
Adjusted excess profits net income.. 284,000.00 343,750.00 
Excess-profits tax at 90%.......... 255,600.00 309,375.00 
MU TINE 5 seo na nhs o%eleneser 500,000.00 500,000.00 
Less: 

ee eT a re 6,250.00 








Adjusted excess-profits net income 284,000.00 343,750.00 
Normal tax net income and surtax 

ee aa’ ee 150,000.00 150,000.00 
Normal tax at 24%................ 36,000.00 36,000.00 
| eee 24,000.00 24,000.00 

Total taxes .. $381,600.00 $375,625.00 


In this instance a zero declaration of capital stock value 
increases total taxes by only $5,975, equa! to 1.59 percent. 
Declarations of $1,000,000, $2,000,000, $3,000,000 and 
$4,000,000 would result in increased taxes over those 
computed in Table II of $4,433.50 (1.18%), $2,892.00 
(0.77%), $1,350.50 (0.36%) and $502.00 (0.13%), 
respectively. Certainly these are no longer substan- 
tial penalties, very little greater, in fact, than most 
corporations have paid in the past because of inten- 
tional overdeclaration of value. For this reason many 
corporations unable to estimate earnings at the time 
the capital stock tax is due will no longer consider it 
advisable to resort to overvaluation. 

The reason for this somewhat anomalous situation is 
apparent from the foregoing computations: the declared 
value excess-profits tax is deductible for the purpose 
of computing excess-profits tax net income. In J. T. 
3540 the Treasury Department has made an exhaustive 
analysis of its ruling to that effect and since the 1942 
Revenue Act makes no changes in the law that would 
modify this ruling the deduction is still allowable. 
An inquiry addressed to the Commissioner informally 
confirms this opinion. 

Not all corporations, however, are thus automatically 
freed from substantial liability for declared value ex- 
cess-profits taxes. Those not so fortunate in this respect 
are those equally unfortunate in not sharing, in any 
appreciable degree, in the present widely distributed 
war created profits. Such a corporation probably will 
have an excess-profits credit in excess of taxable net 
income. Its taxes for 1942 will be computed as follows: 
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Table I Table II . 

PICINRON WINE... os dc oh emacs 9 Se ok zeus $5,000,000.00 
Capital stock tax at $1.25 per $1,000. ........ 6,250.00 
Net income (before capital stock 

RAS Pree re emery $500,000.00 500,000.00 
Declared value excess-profits tax net 

pg on ee ee tam 500,000.00 493,750.00 
Declared value excess-profits tax at 

8 RS Sy ee ane See eee 66,000.00 eee bites 
Excess-profits tax net income...... 434,000.00 493,750.00 
Less excess-profits credit (including 

a acid ee nel a 500,000.00 500,000.00 
ne mE eee re 
NNN AON oo oii lea voraceaidtvaloseoe 500,000.00 500,000.00 
Less: 

Cail SIGEN 1AX |. 5 inecaccncsen Soasees. 6,250.00 

Declared value excess-profits tax. 66,000.00 ae 
Normal tax net income and surtax 

UE UNO, foi ics ots soe ne 434,000.00 493,750.00 
Normal tax at 24%.............--. 104,160.00 118,500.00 
are 69,440.00 79,000.00 


she iach ae Ania $239,600.00 


Total taxes $203,750.00 


A zero declaration of capital stock value in this 
instance results in a total tax increase of $35,850, equal 
to 17.60 percent. Declarations of $1,000,000, $2,000,000, 
$3,000,000 and $4,000,000 would result in increased 
taxes over those computed in Table II of $26,601.00 
(13.06%), $17,352.00 (8.52%), $8,103.00 (3.98%) and 
$3,012.00 (1.48%), respectively. Although these per- 
centage increases are less than under the 1933 Act, 
they are still substantial and the penalties for under- 
declaration, in amount as well as in percentage, are 
many times those for corporations with earnings greater 
than their excess-profits credit. Corporations adversely 
affected by the war, therefore, must continue to guess 
and gamble on their future income, whereas those 
with swollen earnings are almost entirely relieved of 
this hazardous liability. 

When the 1942 Act was under consideration by 
Congress, revenue from the capital stock tax was esti- 
mated by the House Ways and Means Committee at 
$238,500,000 and from the declared value excess-profits 
tax at $49,000,000. These are relatively small amounts 
and should not stand in the way of correcting the 
unequal impact of the present law. Furthermore these 
estimates do not represent net income to the gov- 
ernment inasmuch as repeal would subject some, per- 
haps most, of these amounts to the 90 percent excess- 
profits tax. Probably the Senate was willing to forego 
both taxes for this reason as well as because it realized 
that corporations are now subject to income and excess- 
profits taxes of staggering proportions, but if it is 
considered advisable to retain the principle of a capital 
stock tax in the federal revenue law, a return to the 
tax in effect from January 1, 1917 to June 30, 1926 
should have careful study. It is true that the old cap- 
ital stock tax was severely criticised, principally because 
(Turn to page 115) 
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Depletion On Oil and Gas Leases 


Court decisions affecting leasing transactions, collated 
By EDWARD P. ROSS 


varied kinds of transfers thereof and the char- 
acter of operation of properties thereunder are 
so numerous and dissimilar as to leave, still unde- 
cided, a great many questions with respect to deple- 
tion. Certain leasing transactions and income resulting 
therefrom have been directly before the Supreme 
Court, and certainly, as to such, we may assume the 
law as to allowable depletion has been determined. 
Without any attempted discussion of the decisions 
themselves or of their possible application to other 
factual conditions, we may briefly state some of these 
holdings of the Supreme Court as follows: 


ik TYPES of oil and gas leases executed, the 


Advance Royalties 


Where the lessor (owner of the land or a mineral 
interest therein) leases the land for a cash considera- 
tion and a royalty, the Court has held the cash consid- 
eration to be an advance royalty and as such subject 
to depletion. 

In such a transaction, the cash received is not pro- 
ceeds from the sale of an asset and is not taxable as 
a capital gain." 

The cash consideration for a lease having been de- 
clared an advance royalty, it follows that the cash 
received is subject to depletion allowance even though 
there is no production of oil or gas at the time the lease 
is executed and even though there be no production 
over the entire term of the lease.? 

But if depletion is taken on the cash bonus and the 
lease later expires or terminates without there having 
been any oil or gas produced thereunder, then the 
amount of depletion so taken upon the cash bonus is 
to be returned by the lessor as ordinary income in 
the year in which the lease expires or terminates.® 


Who is Entitled to Depletion 


The owner of a royalty interest, that is one who has 
a right to receive a specified percentage (in quantity 
or value) of oil and gas produced during the term of 
the lease, is deemed to have an economic interest in 
the oil and gas in place which is depleted by severance, 
and is entitled to depletion allowance on the income 
therefrom.‘ 





1Harmel v. Burnet, 53 S. Ct. 74; Murphy Oil Co. v. Burnet, 53 
S. Ct. 161; Bankers Pocahontas Coal Co. v. Burnet, 53 S. Ct. 150. 

? Herring v. Commissioner, 55 S. Ct. 179. 

3J. T, Sneed, Jr. v. Commissioner, 119 Fed. (2d) 767; cert. denied 
62 S. Ct. 297. 

*Palmer v. Bender, 53 S. Ct. 225; Murphy Oil Co. v, Burnet 
(supra) ; Harmel v. Burnet (supra). 
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Income from oil and gas produced is the individual 
income of the respective owners of the economic inter- 
ests, and depletion is to be allowed against the income 
of the respective owners. Thus, the oil and gas pro- 
duced belongs to the lessee and the royalty owner or 
owners in direct proportion to their economic interest 
in the oil and gas in place, and as to their respective 
interests, the income therefrom is subject to depletion.® 

Gross income from the property means gross in- 
come received from the operation of oil and gas wells 
by one who has a capital investment therein (an 
economic interest therein) and does not include income 
from the sale of oil and gas properties themselves. 
The transfer or conveyance of an oil and gas lease for 
a cash consideration and nothing more is a sale of the 
property and the cash received is not subject to 
depletion.® 

Furthermore, a mere right to participate or share in 
the net profits derived from operation of an oil and gas 
property is not a right to the oil and gas under the 
ground or a right to the proceeds from its sale after 
production, and consequently income from such net 
profits is not subject to depletion.” 

Likewise the owner of a contract to purchase wet 
gas at the mouth of the wells for the purpose of treat- 
ing same in a casinghead gasoline plant and extract- 
ing the gasoline therefrom is a processor and not a 
producer and has no interest in the gas in place. Con- 
sequently depletion is not allowable to such processor 
on the income from the gas purchased. The proces- 
sor’s interest has been defined as a “mere economic 
advantage derived from production.” ® 

Similarly, where the taxpayer owns no economic 
interest in the mine from which the minerals were 
taken, but merely contracted to process the residue 
of the several minerals, no deduction for depletion 
is allowable.® 

Following the reasoning in the Atlas Milling Co. 
decision (supra), it is presumed that one who con- 
tracts to reclaim oil from tank bottoms or to treat to 
make merchantable oil which has become polluted 
would not be entitled to depletion. 





5 Twin Bell Oil Syndicate v. Helvering, 55 S. Ct. 174; Perkins v. 
Thomas, 57 S. Ct. 911. 

® Elbe Oil Land Development Co. v. Helvering, 58 S. Ct. 621; 
Darby-Lynde Co. v. Alexander, 51 Fed. (2d) 56, Cert. denied 52 
S. Ct. 40. 

7 O’Donnell v. Helvering, 58S. Ct. 619; Elbe Oil Land Development 
Co. v. Helwering (supra). 

8 Bankline Oil Co. v. Helvering, 58 S. Ct. 616. 

® Atlas Milling Co. v. Jones, 115 Fed. (2d) 61, Cert. denied 61 S. 
Ct. 613. 
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Transfers of Leases 


Where a lease is transferred or conveyed under 
circumstances entitling the transferor or conveyor to 
a royalty or oil payment in future production, the 
transferor or conveyor is the owner of the income from 
such production and is entitled to depletion thereon. 


No special form of instrument is required in such 
a transaction, and the right to share in future produc- 
tion may be a royalty interest running with the lease, 
a reservation of so much of the oil and gas as may 
be produced until a certain quantity shall have been 
produced or until oil and/or gas equal to a stated sum 
in money shall have been produced. Furthermore, 
such interest need not be in the form of a reservation 
but may be acquired by assignment as part considera- 
tion for the transfer and conveyance. 


Nor need such interest in oil and gas produced be 
delivered in kind to the transferor or conveyor, or 
delivered to his credit into a pipe line to which the 
wells are connected, or the proceeds from the sale 
thereof be paid directly to him by the purchaser of 
such production. It is sufficient that he receive credit 
or payment for his interest in the oil and gas pro- 
duced by whatever means such payment or.credit is 
accomplished. 

The income derived from such interest is not tax- 
able to the transferee or purchaser, nor is such trans- 
feree or purchaser entitled to depletion on such 
interest.’° 


Where, under such a transaction, an oil payment 
results, the proceeds from the sale of the oil and gas 
produced is not income from the sale of a capital asset, 
but constitutes income from the wells subject to 
depletion.” 


Where a lease is transferred for cash, an oil payment 
and a royalty the entire proceeds, that is the cash, oil 
payment and royalty, is subject to depletion.’? And 
no part of the proceeds derived from such a trans- 
action constitutes income from sale of capital asset ;** 
but where a lease is transferred for cash and an oil 
payment, but without a continuing royalty, depletion 
is allowable on the income from the oil payment as 
received, but not upon the cash. In such a transaction 
the cash received is treated as proceeds from a sale. 
The Supreme Court has not passed upon such a trans- 
action but it is very likeiy that said Court would con- 
cur in the opinion of the Circuit Court of Appeals, 
5th Circuit in the case of Fleming v. Commissioner."* 





1% Anderson v. Helvering, 60 S. Ct. 952; Perkins v. Thomas 
(supra); Palmer v. Bender (supra); Twin Bell Syndicate v. Hel- 
vering (supra). 

1 Pettit v. Commissioner, 118 Fed. (2d) 816, Cert. denied 62 
S. Ct. 68. 

12 Palmer v. Bender (supra); McLean v, Commissioner, 120 Fed. 
(2d) 942, Cert. denied 62 S. Ct. 300. 

13 McLean v. Commissioner (supra). 

4 g2 Fed. (2d) 328. 
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The holding of the Court in the Fleming decision has 
been approved by the General Counsel in G. C. M. 
22730 wherein it is stated: 

“A cash payment made upon the execution of an instrument 
stipulating only for oil payments is, therefore, regarded not as 
an advance royalty payment but as proceeds from a sale in 
which the payee disposed of his economic interest in oil or 


mineral in place, less the fraction thereof represented by the oil 
payment rights reserved by him.” 


Payments from Proceeds of Sale of Oil 


Where royalty interests, fee interests and deferred 
oil payments are conveyed for a cash consideration, 
and payments to be made from proceeds from the sale 
of oil and gas and from the sale of fee title to any or 
all of the land conveyed, no part of the consideration 
is subject to depletion since the deferred payments are 
not to be made solely from oil and gas sales. 
an instance the court stated: 


In such 


“The economic consequences of the transaction are not ma- 
terially affected by the circumstance that the provision for oil 
payments is not phrased in terms of a reservation of an interest 
in the oil and gas in place. 


The fact that the payments to transferor are in cash rather 


than directly in oil is of no moment in determining the issues 
presented for decision. 

But the reservation of an interest in the fee in addition to the 
interest in the oil production, materially affects the transaction. 
The reservation of this type of security serves to distinguish 
this case from Thomas v. Perkins. It is similar to the reser- 
vation in a lease of oil payment rights together with a personal 
guarantee by the lessee that such payments shall at all events 
equal the specified sum. 

The deferred payments reserved by transferor, accordingly, 
must be treated as payments received upon a sale, not as income 
derived from consumption of its capital investment in the 
reserves through severance of oil and gas. 

The purchasers and owners of the properties, are, therefore, 
taxable upon the gross proceeds derived from the oil produc- 


tion, notwithstanding the arrangement to pay over such pro- 
ceeds to the seller.” * 


From the language in the Anderson decision it may 
be said that where an oil payment is payable in all 
events (such as where the payment is guaranteed 
whether or not proceeds from the production of oil 
will liquidate the amount thereof) the proceeds 
therefrom are not subject to depletion. 


Interests of Two or More Owners Distinguished 
Where two or more owners of undivided interests 
in a lease agree upon the development and operation 
thereof, and one of such owners is to be the operator 
of the property and is to have charge of the develop- 
ment and operation thereof and the marketing of the 
products produced therefrom; and is to advance the 
money required to operate the property and, in pur- 
suance of such agreement, is to charge the other owner 
or owners with their proportion of all money so ex- 
pended and is to credit such owner or owners with 
their proportionate part of all income derived from 
(Turn to page 118) 


% Anderson v. Helvering (supra). 
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HE war has made inflation our Number 1 eco- 
nomic problem. 


T 


There is no great mystery about the meaning of 
inflation. It means the increase of purchasing power 
at a faster rate than the supply of goods.1 With the 
conversion of civilian production to the creation of 
instruments of war, with the diversion of millions of 
men from peacetime effort to the armed forces, with 
vast sources of raw materials and supplies cut off by 
enemy action and lack of shipping facilities, the sup- 
ply of civilian goods has greatly diminished. 

At the same time as the well of consumers goods 
has been drying up, the demand for consumers goods 
has sharply increased. Government defense and war 
expenditures and the consequent industrial boom have 
been principally responsible for the rising stream of 
consumers’ incomes. Consumers received approxi- 
mately $111 billion in 1942,? whereas in 1941 they re- 
ceived $92 billion® and in 1940, $76 billion. And 
government expenditures are still increasing ; witness 
President Roosevelt’s request for a $100 billion war 
budget for the fiscal year 1944.5 


The Inflationary Gap 


The inflationary gap—that is, the gap between the 
goods: and services available to consumers and the 
incomes consumers are expected to try to spend—is 
estimated for 1942 at from $10 to $17 billion. There 
isno need to emphasize the grave dangers to all of us 
from runaway inflation—uncontrolled consumers’ 
pressure in the market place means soaring prices 
and the rising cost of living. Since August, 1939, the 
cost of living has risen nearly 21% ; food prices have 
risen 39% in that period.?’ And the cost of living 


‘See Price Control Administrator Henderson, Hearings Before 
House Committee on Banking and Currency on H. R. 5479 (super- 
seded by H. R. 5990), 77th Cong., 1st Sess. (1941), p. 36; Hardy, 
War Finance and Industrial Mobilization, 14 Journal of Business 
222 (1941); compare Angell, Taxation, Inflation and the Defense 
Program, 23 Review of Economic Statistics 78 (1941). 

? This figure is based on the estimate made by the Office of Price 
Administration, Division of Research, on June 27, 1942. There are 
later estimates, which place the 1942 national income at $114 billion 
(see N, Y. Times, Jan. 11, 1943), but the figure here used is the 
most recent estimate as to which breakdowns according to income 
levels are available. 

>See N, Y. Times, Jan. 22, 1942. 

*See National Income for 1940, Labor Information Bull., Bur. of 
Labor Statistics, Sept., 1941, p. 12. 

*5See N, Y. Times, Jan. 12, 1943. 

®°The figure of $10 billion is the estimate of the Office of Emer- 
gency Management. See N. Y. Times Jan. 3, 1943, p. 30-A. The 
0. P. A. last summer estimated the 1942 gap at $17 billion. See 
Bell, Inflation Is Everybody’s Business, N. Y. Times Magazine, 
June 21, 1942 and The Last $40 Billion, Fortune Magazine, Aug. 
1942. The N. Y. Times estimates the 1942 gap at from $20 to $30 
billion, Oct. 4, 1942, p. E-1. The Treasury has estimated the 1943 
&ap at $15 billion. See N. Y. Times, Jan. 3, 1943, p. 30-A. 

™N. Y, Times, Jan. 3, 1943, p. 30-A; idem, Jan. 14, 1943. 


Inflation and Low Income Groups 


By JEROME R. HELLERSTEIN 


5 


is still rising; between September 15 and November 
15, it rose 2%.8 


Measures Taken to Combat Inflation 


Everyone agrees that inflation must be curbed. But 
how? President Roosevelt in his message to Con- 
gress of April 27, 1942 enunciated a seven point anti- 
inflation program, encompassing taxation, price control, 
rationing, wage stabilization, restrictions on farm 
prices, credit control, and the purchase of govern- 
ment bonds. Important steps have been taken to con- 
trol prices, to stabilize wages, to ration goods, to 
regulate credit, and to encourage the purchase of war 
bonds. The adoption of the anti-inflation act on 
October 2 and the President’s prompt and vigorous 
action in creating the Economic Stabilization Board »° 
are measures of great importance in stemming the 
tide of inflation. 


Reduction of Mass-Purchasing-Power-A pproach 


The controversy as to the role of taxation in curb- 
ing inflation—the first plank in the President’s seven 
point program—raged in Congress during the hear- 
ings and debate on the Revenue Act of 1942 and is 
now foremost in the consideration of a 1943 bill.” 
There is a large body of opinion which holds that infla- 
tion cannot be controlled without cutting down the pur- 
chasing power of low income groups. Wages, it is 
pointed out, have risen $43.7 billion since 1939, an 
increase of 71%.1*, The only effective way to deal 
with the inflation menace, it is declared, is to strike 
at the source of the danger—consumers’ incomes.. No 
serious dent can be made in consumers’ demand, it is 
claimed, without curtailing the purchasing power of 
the masses—and that means right down to the very 
low income groups.** 


To achieve this reduction in mass purchasing power, 


a great many people who have long opposed general 
Federal sales taxes, gross income taxes, compulsory 





8 See President Roosevelt’s message to Congress, Sept. 7, 1942, 
N. Y. Times, Sept. 8, 1942. 

®See N. Y. Times, April 28, 1942. 

10 See N. Y. Times, Oct. 4, 1942. 

11 See, H. g.; address by Randolph E, Paul, General Counsel to the 
Treasury, at Cornell Law School, N. Y, Times, Dec. 12, 1942. 

12 See note 8, supra. 

13 For this general point of view, see N. Y. Times Editorial pages 
for July 23, 1942, Sept. 14, 16, 22, 1942, Oct. 5, 1942 and, indeed, 
throughout the months of September and October, 1942; Haensel, 
The Spendings Tax and the Victory Tax—A Critique, 20 TAXES 
614 (1942); see letter of Gustav Stolper, Hearings Before House 
Committee on Ways and Means on Revenue Revision of 1942, Vol. 
1, p. 629, 77th Cong., 2nd Sess, 
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savings as applied to low income groups, and the 
freezing of wages are now supporting these measures.** 


Low Incomes Defined 


To approach this problem of whether low incomes 
should be curbed, we ought to know what incomes 
we are talking about. What is a low income? How 
much do you need to buy the minimum proteins, fats 
and starches required to maintain physical health, to 
provide necessary shelter and clothing, to pay the 
doctor, the dentist, subway fare and have something 
left for a bit of recreation? The most recent authorita- 
tive reports on standard of living are those of the 
Heller Committee of the University of California. 
The Committee estimates that a wage earner’s family 
of four, living in San Francisco, needed $2,230 in 1942, 
or $43 a week, to maintain a standard of living of 
health and decency under a war-time budget; and 
that’s after deducting all allowance for savings, pur- 
chase of war bonds and operation of a car.%° This 
study was based on March, 1942 figures and from that 
date to November 15 there had been an increase in 
the cost of living by about 54%.'* Of course, the 
figure for a minimum standard of living of health and 
decency will be lower than $2,230 for a family of 
four in some parts of the country and higher in others. 

Let me make it clear that this $43 a week figure 
doesn’t provide for any fancy budget. For instance, 
it allows $34 a month for rent; people can’t live 
luxuriously in a $34 a month apartment or house. In 
the way of clothing, the budget allows the family 
breadwinner one overcoat every six years and a new 
suit every two years. His wife can buy a new coat 
every three years, two house dresses and one after- 
noon dress a year and a street dress every two years. 
And, there is nothing in the Heller budget about evening 
gowns or dancing pumps for the wage earner’s wife. 


Distribution of National Income 


How many people in this country earn the $43 a 
week needed in San Francisco to maintain a minimum 
standard of health and decency? The O. P. A. esti- 
mates the 1942 national income at approximately $111 
billion, which is divided among 42% million consumers— 
that includes both families and single consumers.” 
Fifty-eight per cent of the American consuming pub- 


4 See, e. g., the letter to the New York Times by Professor 
O. M. W. Sprague, Sept. 13, 1942. For general discussions of the 
various proposals, see FINANCING THE WAR (Tax Institute 
Symposium, 1941); Weinberg, Compulsory Savings in Great Britain, 
20 Harvard Business Review 53 (1941); Wolman, Wages and Wage 
Policy, 19 Proceedings Academy of Political Science 423 (1942). 

15 See Quantity and Cost Budgets for Three Income Levels, Heller 


Committee for Research in Social Economics, University of Cali- 
fornia (1942). 


16 See note 8, supra. 
17See Estimates of the Distribution of Consumer Income in the 


United States, 1942, O. P. A., Division of Research, June 27, 1942. 
18 See note 17, supra. 


19 See note 17, supra. 
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lic, roughly 3 out of 5 consumers, are receiving under 
$2,000 a year, or $38.50 a week.*® That is $4 a week 
less than the requirements of the Heller Committee’s 
budget. As a matter of fact, one out of every five 
families and single consumers receives less than $20 a 
week.?® The entire 25 million consumers with in- 
comes under $2,000 receive $29 billion, or one out of 
every four dollars, where as the other 18 million con- 
sumers, with incomes above $2,000 receive $82 billion, 
or about three out of every four dollars.”° It is pretty 
clear that the masses do not receive the mass incomes, 


The mass incomes are in the middle and high income 
classes. 


Distribution of Purchasing Power Among 
High and Low Incomes 


The entire $111 billion received by individuals 
in 1942 will not find its way into the cash registers 
of merchants selling goods or services. The govern- 
ments, Federal, State and local get a cut out of the 
pie through personal taxes, and part of the pie is saved 
for another day.** We must cut out these parts of the 
pie before seeing what’s left to spend at the butcher’s, 
the baker’s and the beauty parlor. 

There are no precise figures available as to how 
much should be cut out of the 1942 pie for the taxes 
and savings of each income group, but using as a 
foundation a study by Professor Albert Hart, of Iowa 
State College,?* it may be estimated that the groups 
under $2,000 would have left for 1942, after taxes and 
savings, about $26% billion.2* The higher income 

(turn to page 109) 





20 See note 17, supra. 

21 The reason that personal taxes, such as personal income taxes, 
are the only levies which need be deducted from the income figures 
is that the figures for national income are based on individual 
incomes, 

2 What It Takes To Stop Inflation, 24 Review of Economic Statis- 
tics 101 (Aug., 1942); see, also, the illuminating study of Professor 
Otto Nathan of New York University and Milton Fried, Conswmer 
Spending, Inflation and the Wage Earner in the United States, 45 
Int’1 Labour Review No. 2, Feb., 1942. 

23 The following method was used in estimating the amounts of 
taxes and savings of the respective income groups above and below 
$2,000. 

1. Professor Hart estimates the total amounts of expenditures, 
taxes and savings for 1942. See note 22, supra. The estimated per- 
centages of normal taxes and savings for an assumed national in- 
come of $112 billion, made by Professor Hart, were applied to the 
O. P. A.’s figure of $111 billion for the 1942 national income in 
order to determine the total consumers’ purchasing power for 1942. 
Adjustments were made for increased 1942 taxes. 

2. In order to break down the estimated totals of savings and 
personal taxes among various income groups, reference was made 
to: (a) Study of Family Spending and Saving in Wartime; Esti- 
mates of Expenditures of American Consumers in 1941 and First 
Quarter of 1942, Bureau of Labor Statistics, Department of Labor 
(released August, 1942, O. W. I. 385); (b) Income and Spendings and 
Savings of City Families in War Time, 55 Monthly Labor Review, 
419 (Sept. 1942); (c) Data published by the Treasury Department 
showing the distribution of the burden of federal income taxes for 
1942 under existing law, see Hearings of Senate Committee on 
Finance on H. R. 7378, 77th Cong., 2nd Sess., p. 57; and (d) State 
Tax Collections: 1941 (Preliminary Report), Dept. of Commerce, 
Bur. of Census, Oct. 6, 1941. 

Based on the foregoing, the personal taxes and savings of the 
groups under $2,000 a year for 1942 were estimated to be $21%4—$2% 
billion, and the personal taxes and savings of the groups above 
$2,000 at $1914—$20% billion. This leaves $2614—$2634 billion for the 


low income groups and $6134—$62% billion for the higher income 
groups. 
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Federal Revenue—lInternal or Infernal ? 


By JOHN M. MAGUIRE 


A little over four years ago, three men were working 
in a big room in a Washington office building. They 
were part of a Treasury “task force”, screened from 
interruption by being taken out of the Department’s 
main building and put behind a blank door panel. 
Their job had to do with. internal revenue legislation. 
The telephone rang. The chief, finding that the call 
came from a New York lawyer and was about tax 
matters, signalled his companions to listen in on their 
extensions. —The New Yorker was mad clear through. 
His language was impeccable. It wasn’t so much the 
thing he said as the nasty way he said it—nasty and 
suspicious—more than suspicious—simply convinced 
of evil. He asked whether the Treasury had made 
and was pressing a certain legislative proposal. The 
chief said yes, and offered to explain. 


“No, thank you”, said the New Yorker, in a tone 
with an icy razor edge on it, “that’s quite enough and 
all | wish to hear”, and hung up. 

The three Treasury men put back their receivers 
and looked at each other. The chief was deeply 
shocked. He said: 


“I’ve worked for years as a State tax official and 
never before now been spoken to like that. Why, that 
fellow hates us. He hates the Treasury. What’s wrong 
with the internal revenue system ?” 


Answering that question is a big order—larger than 
can be filled in one paper. But analysis of part of the 
situation, coupled with a few suggestions, may move 
some readers, for purposes of their own thinking, to 
expand and correct what is said. 


As a beginning, an optimistic thought may be ven- 
tured. The general attitude toward the internal rev- 
enue system has changed considerably for the better 
since 1938. We have favorable, as well as unfavorable, 
factors to take into account. Both kinds of factors fall 
under five main heads. 


Fundamental Difficulties 


Tax law is not primary, fundamental law. It is 
rather the law of a superstructure imposed upon basic 
rights, interests, and activities. Our ancient friend 
the general property tax, for instance, has to adjust 
itself to the underlying law of property in each juris- 
diction where it operates. Often this kind of adjust- 
ment iseasy enough. The old-fashioned internal revenue 
taxes, such as excises on liquor and tobacco, which hit 
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only single aspects of human activity in a blunt, simple 
fashion, raise no difficult technical problems of admin- 
istration. It is not necessary to consider in the present 
connection any practical difficulties caused by the 
moonshiner’s long-barreled rifle! 

But the yield of these old-style taxes, though now 
larger than ever, is insufficient to support the present 
muti-billion-dollar Federal government. Hence rev- 
enue devices are framed to reach more and more 
intricately the complex proprietorships and activities 
of modern human existence. Some of these devices 
look ‘like the old ones—for example, taxes on candy 
or games or automobile accessories or the issue or 
transfer of corporate securities. There is a difference, 
however—‘“something new has been added”. It is 
much easier to know tobacco or liquor when you meet 
it than to be sure whether you have candy or mere 
food, a game or some other sort of recreational device 
or scheme, an accessory for an automobile or one for 
vehicles or machines in general. The world is so full 
of a number of things that the job of statutory defini- 
tion has become the very devil. This may make the 
lawyers as happy as kings, because legal uncertainties 
do furnish much of the meat and drink of the legal 
profession. But pervasive uncertainty means head- 
aches for the clients, who, after all, are the fellows to 
determine the sweetness or sourness of taxpayer 
disposition. 

Perhaps by shifting attention to illustrations arising 
under the really complicated income, gift, and estate 
taxes one can more vividly give an idea of the extent 
to which Federal internal revenue laws have been turn- 
ing the simplest, most natural steps and arrangements 
of life into occasions for difficult and expensive debate. 
More than that, an opinion can be offered as to how 
far this difficulty is inherent and necessary, and how far 
it is avoidable. Abandoning the principle of literary sus- 
pense, an honest commentator will say at the start 
that to a very great extent the difficulty cannot pos- 
sibly be avoided. The very essence of the three 
important internal revenue taxes mentioned lies in 
their progressive nature. The primitive general prop- 
erty tax tends to be simple because it is not progressive. 
It is instead uniform or proportional. Every dollar of 
taxable value is supposed to bear the same weight of 
taxation, no more, no less, whether owned by a mil- 
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lionaire or a W. P. A. worker.’ Hence the property 
tax can be and often is operated on an in rem basis, 
without attention to the refinements of proprietorship. 
No progressive income or estate or gift tax can be so 
operated. Constantly there is fundamental contro- 
versy as to who may be considered proprietor of the 
income or property forming the measure of the tax, 
because if he is rich the tax runs higher, and if he is 
poor it runs lower. The government strives continu- 
ally to attribute proprietorship to the wealthy and the 
taxpayer strives for the reverse attribution. Elaborate 
schemes and counterschemes are devised, the “Phila- 
delphia lawyer” tries to circumvent the revenue law, 
and the legislature tries to checkmate the “Philadel- 
phia lawyer”. The pattern of taxation becomes a kind 
of Chinese puzzle. 

However, a certain degree of simplification can be 
enforced, if Congress is resolutely set on accomplish- 
ing it. Still more can be accomplished if local legis- 
latures help. The truth of these two statements, as 
well as the normal tendency toward intricacy may be 
indicated by ringing the changes on a commonplace 
hypothetical case: 

Back in 1932 or 1933 a young busines man married. 
He had saved money, and his first big purchase was a 
house for his bride and himself. On the conveyancer’s 
advice, husband and wife took title as tenants by the 
entirety. The real estate of course brought tax liabil- 
ities with it. General property tax presented no par- 
ticular puzzle. The local legislature, and the assessor 
and collector, had for a long, long time known about 
tenancies by the entirety. All the young married couple 
had to do was find the money. But Federal gift tax 
was more difficult. The husband, told that by making 
the purchase in the manner described he had accomp- 
lished a gift to his wife, naturally desired to learn the 
amount of the donation. He found it necessary to do 
a double computation covering first the value of the 
wife’s interest during the joint lives of the spouses and 
second the value of her right to absolute title on the 
contingency that she survived him.?, He managed the 
first computation with the aid of a life expectancy 
table, but the second was too much for him, and he 
took advantage of the kind offer of the Commissioner 
of Internal Revenue to do the job. The upshot was 
that by invoking the annual exclusion or exemption, 
and using a very small part of his specific exemption, 
the young man was able to avoid paying any gift tax. 
However, he had to make a return, and he acquired a 





1 This, of course, is the statement of an ideal, perhaps a com- 
pletely false one, and certainly never realized in practice. In 
some of its modern developments, the general property tax is 
intricately classified and sometimes even mildly progressive. E.g. 
Apartment Operators Association v, Minneapolis, 191 Minn. 365, 
254 N. W. 443 (1934). 


? Regulations 79, art. 2(7) and art. 19(8). 
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healthy respect for the complexities of the internal 
revenue system. 


In the first month of March following acquisition 
of the house, further questions developed. Our young 
friends had an automobile, but their garage accom- 
modated two cars and they had rented the extra space 
to a neighbor. Since the husband was doing well in 
business, it was inadvisable for them to make a joint 
return including the wife’s small independent income, 
In whose gross income did the garage rent belong? 
The husband knew the answer to that one from his 
gift tax experience—in his State, husband and wife 
shared income from entirety property 50-50. But this 
conclusion, while it settled the immediate question 
satisfactorily, caused him dissatisfaction on another 
score. He had naturally enough paid out of his own 
funds the whole bill for real estate taxes. Now he 
decided that if the rents were split, so was the tax 
liability. Hence he might deduct only 50% of the taxes 
from his gross income; worse than that, his wife, not 
having paid any part of the taxes from her money, got 
no deduction at all. He had simply managed to make 
her an additional gift, not very big, but certainly not 
deductible by him. He sternly resolved not to fall 
into that kind of error again. 


The homely story of the husband, the wife, and the 
house has further developments, but this is an appro- 
priate point for taking stock of the instalment already 
presented. When determining liability for internal 
revenue taxes it is in many situations natural, and not 
infrequently a constitutional necessity, to consult the 
local law. Had the immediate situation been placed in 
an old-fogey State like Massachusetts, which treats 
the husband as the dominant figure for purposes of 
tenancy by the entirety, giving him all the income 
during the joint lives of the spouses,® Federal gift and 
income taxes would have operated differently. There 
would still, however, have been complications and 
difficulties for which the revenue laws should not be 
blamed, since they result from survival of an out- 
moded property concept. Some states‘ are modern 
and commonsensible in this matter, refusing to recog- 
nize the quaint old tenancy by entirety. In one of 
them nothing more intricate than joint tenancy would 
have had to be faced, with application of gift and 
income taxes very simple and easy. The illustrative 
case, then, shows that some of the revenue difficulties 
here termed fundamental are by no means inherent in 
the revenue laws themselves. They can be wiped 
away by reasonable modernization of local substantive 
law. But there is still difficulty inherent in the situa- 
tion at large. Changes in local law are often not easy 





3 Licker v. Gluskin, 265 Mass. 403, 164 N. E. 613, 63 A. L. R. 231 
(1929), and Childs v. Childs, 293 Mass. 67, 199 N. E. 383 (1935). 

4 Apparently Maine, for instance. Garland, Appellunt, 126 
Maine 84, 93, 136 Atl. 459, 464 (1927). 
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to obtain, and it is exceedingly hard to obtain nation- 
wide uniformity. 


Legislative Problems 


Continuation of the husband-and-wife story carries 
over to the second heading, namely Legislative Prob- 
lems. Now come difficulties which Congress has cre- 
ated, and which cannot properly be charged to local 
common law or local statutes. 


The hypothetical family prospers, acquiring money 
and progeny. Their first house becomes too small for 
them, and in 1939 they move toa larger one. But real 
estate is something of a drug on the market, and they 
cannot sell the first house advantageously. Hence 
they rent it. The husband has known all along that 
under the Federal income tax he might not claim 
depreciation on a building occupied by his own family 
for residential purposes, but now he wonders whether 
the rule is different for rental property. He goes to 
his bank, borrows a loose-leaf tax service, and reads 
the statute and regulations. We know what he finds. 
If the renting venture is considered’as a business 
transaction, he may claim depreciation as a deduction 
from gross income; but if the venture is merely a 
transaction entered into for profit, this deduction is 
not allowable. He has a hard time answering the 
problem of definition—the cases talk ambiguously, the 
regulations are not explicit.’ Finally he discovers 
tucked away in the regulations an example indicating 
that he will be treated as in the renting business, and 
may deduct depreciation.* Now he realizes that he 
must havea depreciation basis. Whatisit? The price 
he paid originally for the house, plus the cost of further 
improvements during his family’s occupancy? Not so 
simple. This figure will serve for nothing more than 
atop limit. To do the job right, he must appraise the 
real estate as of the time it was devoted to rental pur- 
poses, distribute the appraised value between land and 
buildings, and apply his depreciation formula to the 
fraction of total value attributed to the building.? He 
does the job, but with unhappy groans, disgustedly 
abandoning the project of picking up some back depre- 
ciation which he now realizes might have been claimed 
with respect to the rented portion of the garage. 


At last in 1941 a purchaser appears for the old house. 
He will not pay so much as the 1939 appraisal, but the 
family sells to him and suddenly realizes that it thus 
suffers a deductible loss which can be used on the next 
income tax returns. The job of sharing this loss be- 


5 Compare the argument of Heiner v. Tindle, 276 U. S. 582 (1928), 
the foundation case, with that of Fackler v. Commissioner, 45 
B. T. A. 708 (1941), one of the most recent cases. As to the 
Fackler case, see note 8 infra. In considering the text at this 
point, it is important to remember that the situation in 1939 was 
aoe different from the situation created by the Revenue Act of 

42. 

° Regulations 103, sec. 19.23(e)-1, Examples (1) and (2). 
* See citations in note 5, supra. 
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tween husband and wife involves computation like 


that already made in connection with the gift tax—it 
is not too easy, but at least a familiar problem. A new 
snake in the grass, however, now raises its ugly head. 
This is sec. 117 of the Internal Revenue Code, having 
to do with sales and exchanges of capital assets. Once 
more it is necessary to cover swiftly a question with 
which readers are probably familiar, and therefore 
needless to enlarge upon the husband’s distress when 
he finds that he and his wife have sold something 
which is half of one kind, and half of another. The 
land is a capital asset, according to statutory defini- 


John 
M. 
Maguire 





tion, but the buildings are not, because (under the 
theory followed since the renting began) they consti- 
tute “property, used in the trade or business, of a 
character which is subject to the allowance for depre- 
ciation . . .” In consequence the harried husband 
has to split first his own share of the loss, and second 
his wife’s, into two parts—one the part attributable to 
the land, the other the part attributable to the build- 
ings. After making out that brace of income tax 
returns, he very likely decides never to own rental 
property again! 

These iresh complexities, certainly calculated to 
chill the affection of any taxpayer for our internal 





8 Revenue Act of 1942, secs. 121(c) and 151(a). While the first 
of these sections is retroactive, it probably cannot now affect the 
Fackler case, referred to in note 5 supra, pending on appeal in the 
Sixth Circuit. Had sec. 121(c) antedated the episodes considered 
in this case, their development and the contentions about them 
might have been different. 
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revenue system, are directly and solely due to the 
Internal Revenue Code itself. They could be legis- 
lated out of it, just as they have been legislated in. 
The definitional complication, indeed, has been sheared 
away or, at least altered last year.* Try taking such 
elaborations out though, and what results? A grate- 
ful sigh of relief? Scarcely. Bitter complaint is much 
more likely. These intricate provisions were not put 
in the law for fun or cussedness, but because of an 
earnest desire to make taxes fair and palatable to those 
who have to pay them. A tax on gross income would 
give us a lot of simplicity, and a tax on gross receipts 
still more, but the community could not bear their 
injustice. A simpler and highly practical illustration 
lies right at hand. We have all shared, at least in- 
ternally, the recent controversy about compulsory joint 
returns for married couples. In the hypothetical case, 
the compulsory joint return would have saved a lot of 
brainracking. Would the husband and wife have wel- 
comed it, however? Let the reader judge for himself 
from the dispute which has been momentarily hushed up. 

Not all legislative complexities of the internal rev- 
enue, of course, can be attributed to anything so com- 
mendable as a desire to cushion the shock for deserving 
taxpayers. Some of our worst statutory labyrinths 
have resulted and are continuing to result from efforts 
to effectuate social reform by means of taxation. None 
of us should be so unrealistic as to imagine that all 
taxes, or perhaps even any tax, can be divorced from 
social adjustment. Still, deliberate utilization of rev- 
enue-raising machinery to accomplish reform intro- 
duces inevitable complication, strain, and friction. It 
makes the taxpayer hate his burden worse than ever. 
We might well be a great deal better off if the more 
abundant life fellows were kept away from the Bureau 
of Internal Revenue. 

Other tax law complexities are caused by pressure 
for undeserved favoritism. The Internal Revenue Code 
contains a remarkable provision alleviating income tax 
“with respect to a claim against the United States in- 
volving the acquisition of property and remaining un- 
paid for more than fifteen years . . .”* There is 
good reason to believe that this was rammed in at the 
behest of people who sold ships to the government 
during the first World War, taking no profit at the 
time but later repenting their patriotic generosity and 
seeking additional compensation in the Court of Claims 
—where, it may be remarked, they took a licking.’® 
Sometimes these “special interest” provisions do have 
general merit. Take, for example, the section dealing 
with compensation paid in a lump for personal services 
spread over a long period. This has been variously 





® IRC, sec. 106. Cf. note 34, infra. 
Carden v. United States, 87 Ct. Cls. 189 (1938), The claimants 


urged a damaging breach of agreement by the government, but 
the court seemed unimpressed, 
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explained. One story is that it was pushed by a firm 
of lawyers about to cash in on a tremendous fee for a 
case which had occupied them some fifteen or twenty 
years. The section, although ill-drafted in its original 
form, is susceptible of meritorious general applica- 
tion, and has been improved in the Revenue Act of 
1942.4 But, by and large, the “special interest” stuff 
is bad business, and makes for taxpayer hostility. 
Some day the enormity of the community property 
income tax dodge will really dawn on the middle class 
of New England, and then look out for fireworks! 

Grant, as we must, that human nature is not flaw- 
less, that legislators yield to selfish coercion and per- 
suasion, and that few just taxes can be made simple, 
and the conclusion necessarily follows that the drafts- 
men of Treasury legislation have a mighty hard job. 
At first they did it extremely badly. The concepts of 
the 1913 income tax law were well enough, but some 
of the drafting smells to heaven—or the other place! 
Tough problems thrust themselves so frequently upon 
Congressional attention as to force development of a 
special technique of expression. Said Senator Robin- 
son in 1924 while discussing betterment of internal 
revenue legislation: “The task is going to prove a very 
difficult one, because it involves a revision of language 
which has come, in the minds of experts, to have a 
definite meaning, but which, when read by one pos- 
sessing only ordinary knowledge of the English lan- 
guage, has little, if any, meaning.” 12 Even the experts 
made amazing mistakes, as for instance when in 1924 
a clause intended to permit unrestricted income tax 
deductions for charitable contributions by persons 
habitually giving to charity more than 90% of their net 
incomes was so drawn as absolutely to forbid many of 
these generous folk to derive any benefit from it.” 

The truth is that in these matters no draftsman, 
however skilled, is a safe bet unless his product gets 
miscroscopic criticism from other veterans in the same 
line of work. This sort of cross-checking is now 
abundantly provided. Before a legislative proposal 
leaves Treasury hands, it must normally meet the 
challenge of a dozen sharp brains and pencils. Getting 
to Capitol Hill, it is thoroughly and dispassionately 
torn down and reassembled by John O’Brien or some 
other member of the House Office of Legislative Coun- 
sel. In addition it has to stand up under the criticism 
of the Technical Staff of the Joint Committee on In- 
ternal Revenue Taxation. A single section of the In- 
ternal Revenue Code may be worked over for six 
months by these groups of technicians. Drafting errors 
still creep in, but they do not grow on every bush. 





11 Revenue Act of 1942, sec. 139, amending IRC, sec. 107. 

122 65 Cong. Rec. part 4, p. 4018. 

13 Compare the original form of the provision in the Revenue Act 
of 1924, sec. 214(a)(10), with the present IRC, sec. 120. 
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This vigorous professional emulation certainly ac- 
complishes more good than evil in the matter of 
legislative form. Even here, though, it is sometimes 
carried a bit too far. Insistence upon perfection and 
absolute inclusiveness in minor details now and then 
not merely delays but prevents achievement of im- 
portant betterments in revenue legislation. It must 
be remembered that Congress does not have eternity 
for performance of its function, and when draftsmen 
haggle and hesitate too long about doing their job just 
so, they may miss the boat. A lot of sound ideas never 
get their fair innings because of minor, sometimes in- 
finitesimal, difficulties or disagreements as to drafting. 
The clash of professional interests probably exercises 
even direr paralyzing effect when it relates to under- 
lying policies or objects instead of form. As we well 
know, there is conflict in fundamental matters of sub- 
stance not only between the Treasury and Congress, 
but also, though less frequently, between the Treasury 
and other governmental Departments, notably the De- 
partment of Justice. Furthermore, the Treasury is 
not always able to maintain a completely harmonious 
front of its own. In conference with a representative 
of the House Office of Legislative Counsel, the author 
once heard a delegate from the Bureau of Internal Rev- 
enue fairly shout his head off in opposition to a pro- 
posal being offered by men speaking for the Under 
Secretary of the Treasury. Occasional serious con- 
troversy arises between Treasury legislative drafts- 
men and Treasury economic advisers who have much 
influence in matters of tax policy. The provisions in 
the current Revenue Act authorizing the Joint Com- 
mittee to go behind the Secretary of the Treasury and 
his General Counsel to secure not only factual infor- 
mation but suggestions and estimates is eloquent evi- 
dence of intra-governmental disagreement.'* People too 
often forget that it is more important to make some 
legislative progress than to get the job done in exactly 
the way which most appeals to them. This accounts 
for some of the delays in adoption of manifestly meri- 
torious legislative proposals, with resulting public 
disappointment and displeasure. 

Another important reason for suspicion and dis- 
gruntlement arises from the dominance of the House 
Committee on Ways and Means and the Senate Com- 
mittee on Finance in the framing of revenue legisla- 
tion. No modern Revenue Act is an open covenant 
openly arrived at. It is not shaped on the floor of the 
House or the Senate, or even in open Committee hear- 
ings. Such hearings, of course, are held, but the testi- 
mony and opinions presented in them have by no 
means the importance or scope of the discussions in 
executive sessions. The Treasury and other inter- 


‘* Revenue Act of 1942, sec. 512. 
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ested goveramental departments are allowed to send 
representatives to most of the executive sessions. The 
public at large and even organizations like the Amer- 
ican Bar Association do not have such direct repre- 
sentation. In general, like statements may be made 
about discussions with the House Office of Legislative 
Counsel. Among the resolutions adopted on Septem- 
ber 30, 1941, by the Section of Taxation of the Amer- 
ican Bar Association is one recommending “that the 
Treasury’s presentation before the Congressional com- 
mittees be at hearings open to the public.” ** While it 
seems doubtful whether the desired procedure can be 
completely realized in practice, the proposal merits 
careful thought. There is much in the present pro- 
cedure to stimulate back-stairs, as contrasted with 
open and direct, approach to legislators by legitimately 
interested taxpayers, and to create doubts of official 
fairness in discussion. The officials really do their 
utmost to be entirely fair to the taxpaying constituency. 
But that does not meet the point. If appearances are 
dubious, even the most lily-white subsurface purity 
fails to convey full reassurance, 


Administrative Problems 


This brings us to the heading of administrative 
problems, which after all overiap those of both the 
legislators and the judiciary. Harking back to the 
husband-wife-house case, it is plain that on serious 
factor in the taxpayers’ difficulties was their inability 
to make sure of the administrative attitude on the suc- 
cessive details of the problems presented. There were 
other details with which the interested parties had to 
wrestle. For instance, in income tax returns covering 
the year during which the old house was sold, what 
if anything was to be done about apportioning between 
sellers and purchaser the deduction for property taxes 
paid? And how should the husband and wife treat 
the commission earned by the real estate operator 
who caught the customer? Study of these two ques- 
tions helps disclose the underlying reason for Federal 
taxpayers’ long-continued uncertainty on many com- 
monplace, rudimentary matters. 

The sale was placed in 1941. At that date the Treas- 
ury had encountered various difficulties in laying down 
a general rule about apportionment of real estate taxes 
allocable to the year of sale. The B. T. A. and several 
lower Federal courts had had their say. The whole 
question was in lively dispute. Not until the late 
spring of 1942 did the Supreme Court of the United 
States render a decision on one of these tax appor- 
tionment situations.”® As to the broker’s selling com- 
mission, the case law in 1941 was pretty consistent, 

(Turn to page 119) 





* A. B. A. Section of Taxation, Program and Committee Reports 
to be Presented at the Third Annual Meeting (1942), pp. 9. 10. 
‘© Magruder v. Supplee, 316 U. S. 394, 42-2 ustc { 9498. 


















































































































































































































































































THE PRE-PURCHASE PLAN 


A Voluntary Curb on Incomes 





EACE, peace the absence of major military 

activity, will follow the end of this war. Of thrs 

much—ex definitione—may be be certain, no 
more. That the nature of this peace may be of our 
own liking and of our own designation is the objec- 
tive of the armed forces and their coordinated agencies 
of production and distribution. But, success on the 
field of battle does not indicate that it follows of neces- 
sity that the peace be congenial to us. Ifa large por- 
tion of our economic relationships emerges in a 
distorted form, that is, if our system of property rights 
based upon the debt structure is blasted—we may be 
reasonably sure that the termination of the war will 
presage a far from desirable addition to the problems 
already seeking solution in the post-war reconstruc- 
tion. Concisely, our socio-economic system is not 
likely to survive the post-war realignment if a major 
inflation is added to the pattern. For this reason, 
alone—perhaps, the individuals concerned with the 
determination of fiscal policy during the war must not 
relax their vigil for an instant. Despite the dictates 
of political expediency, the task of curbing inflation 
and inflationary tendencies must be ruthlessly pushed. 


American entrance into the final phase of total war 
has been a bitter teacher of the old school—experience. 
Three years’ passing has removed discussion of the 
meaning of inflation from the role of an academic time 
killer! The causes of inflation during this war period 
are apparent to any observer. Larger and larger por- 
tions of the population are engaged in one or another 
type of wage employment. Indeed, perhaps less than 
two millions remain in the ranks of the unemployed 
that once numbered from twelve to fifteen millions.” 
Simultaneously, the daily paper tells us of a narrowing 
sphere of goods and services available; a lessening 
quantity in the sphere which can be purchased by these 
new dollars of earnings. Where once the almighty 
dollar was the supreme dictator—in the form of profits 
—of what and how much was to be produced and when, 
the supreme war councils of the nation are now pre- 
determining what the bare minimum is, which is nec- 
essary to keep the human part of the war machine 


1New York Times, June 17, 1942, National Industrial Conference 
Board estimates unemployment stands at 1,750,000 a decline from a 
high estimated at between 12,000,000 and 15,000,000. 
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rolling at home in order that the battle front may get 
its maximum share of an all out production. The 
stream of consumer goods has diminished to a trickle, 
while the increase of war production has multiplied 
the quantity of money pouring into the pockets of 
would-be purchasers. There is one immediate occur- 
rence to be sought out, a rise in prices seeking to 
establish a new equilibrium between the diminishing 
supply of goods and the increasing flood of money, 
which is potential demand for goods. This is the 
most common prima facie evidence of inflation. 

When the safety valve blows off pressure, the first 
impulse—logical or not—is to jam the valve and stop 
the disturbing noise. Price control is instituted in 
those areas or on those specific products where the 
price rise first appears. The pressure isn’t relieved. 
This primary device for dissipating the pressure being 
sealed with some degree of effectiveness, the whole 
distribution system must absorb the strain. Once 
started, we’re off on a merry chase plugging first this 
escape then that until we have instituted—willy-nilly 
a system we will call a price ceiling plan. No mat- 
ter how all inclusive the control may be, once we have 
entered this stage, one can be reasonably certain that 
further pressure can not be controlled. Fixed prices 
will not move without official authorization, true, but 
there will be an increasing desire apparent to hold 
practically anything but money.? No matter how dis- 
guised it be, this is the real animal—inflation. 

So far as mentioned the result seems relatively 
harmless, but for this desire to hold almost any goods 
in preference to money itself. Here the trouble really 
resides, however, for this leads to an exhaustion—or a 
threat of exhaustion—of the remaining supplies of 
goods which forces rationing upon us as a concomit 
goods which forces rationing upon us as a concomitant 
of price control. 





True, a plan including rigid (or elastic) price con- 
trol and rationing does have a useful function: namely 
in the maintenance of a low cost minimum standard of 
living. In this respect—covering the range of goods 





2 Indeed inflation—under a system of rigid price controls—might 
be defined as a progressively increasing general desire to hold goods 
as a Store of value rather than money! 
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suggested by John Maynard Keynes iron ration *— 
the use of price control and rationing is mandatory. 
With our realization of the fact that total war means 
reduction to a bare minimum standard of living comes 
the recognition, too, that the production machine may 
crack under the strain of intensive utilization if all 
sections of the population are not kept at least up to 
the level indicated. Saying this—however—does not 
presume to admit, as a sequitur, that the same device 
is acceptable as an over-all inflation control in lieu of 
more courageous action on the part of the directors 
of fiscal policy. Inflation cannot be checked until the 
source from which it stems is controlled. Stamping 
noisily on its outward evidences—to delight the 
political interests of those casting covetous eyes to- 
wards reelection—is sheer folly. 


Examination of the ramifications of a fiscal policy 
aimed at retarding inflation in a period such as the 
contemporary one is neither the place of this note nor 
is it conceivably within its scope. A brief review of 
the components of such a policy is, however, not out 
of place for it fits in with the development of the cen- 
tral theme to be elaborated upon below. 


Taxation v. Borrowing For War Financing 


Recognizing that the basic problem is one of absorb- 
ing the “dangerous margin” of purchasing power cre- 
ated by the disparity between earnings and output 
available for consumption, attention is directed to- 
wards removing the excess. Two broad categories 
under fiscal policy are evident—taxation and bor- 
rowing.* The use of elements of each must be directed 
toward gainly simultaneously a maximum reduction 
of excess earning power and a minimum additional 
stimulus to further inflationary tendencies in the econ- 
omy. With these conditions in mind, each provision 
should be weighed both alone and as to its effects upon 
the total picture. 


Additional excise taxes have been strongly recom- 
mended in one quarter and equally vehemently shouted 
down in another. By and large, they do have one 
marked advantage in that they raise less protest 
from the public since no one bill ever confronts the 
consumer to make his contribution obvious. Both 
antagonists and protagonists agree upon the merit of 
sales taxes as commonly passing the political test of 
“the least squawk principle” with flying colors. They 
do not agree, however, on the bulk of the picture. One 


Keynes, J. M. How to Pay for the War, Harcourt Brace and 
Company, 1940. One of the elements of Keynes’ suggested plan 
envolved an iron ration of necessities carefully guarded by price 
Control and rationing and including possible subsidy. This has 
been exploited—perhaps—more fully than that portion of the plan 
for which he is more renowned—forced savings. 

‘Quite correctly fiscal policy should include both expenditure and 
revenue aspects but in wartime policy—while it is none the less 
important—the nature of, and the size of, the expenditures are con- 
sidered to be predetermined. 
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contends the taxes of this type are regressive, an 
advantage in wartime finance. The other, meantime, 
while recognizing the regressive nature holds it in dis- 
favor even during such a period. Clearly it hits 
directly upon consumption, reducing the quantity of 
goods obtained per dollar, yet simultaneously it is a 
dangerous invitation to demands for further wage in- 
creases on the basis of this additional element in the 
cost of living! One group points to the tremendous 
yield of multiple stage sales taxation the other to 
the stimulation it provides for vertical integration in 
the consumers’ goods industry. Indeed, too, they say: 
the exemption of public expenditures, increasing in 
volume today, makes sizable inroads on the yields as 
does the need for further public expenditures required 
to maintain a healthy standard of living for the sub- 
marginal groups. Evaluation of this form of taxation 
without allowing prejudice to creep in is extremely 
difficult. So much seems obvious: it is clearly a diffi- 
cult tax to administer, the yield is highly problematical, 
its full effects and burden are extremely complex, and 
moreover it provides—unless meticulous care is exer- 
cised—ample incentive towards further 
stimulation. 


inflation 


The determination of the extent to which personal 
taxation can be pushed hinges largely upon the matter of 
political expediency, of course; but even more than that 
its desirability tested by its effects upon the maxim- 
ization of the wartime production. Though advisable 
as a deterrent to inflation, the impact of a tax policy 
upon the flow of goods for war must take precedence 
over any other determinant. This consideration then 
clearly dictates that proponents of tax increases must 
tread lightly and with intelligence! As the dangers 
become greater and the war psychology develops, that 
vague barrier of limitation of course recedes, permit- 
ting increasing levies to be introduced with a mini- 
mum of disturbance. Here enters the second segment 
of our attack upon the income stream designed to at- 
tempt to absorb by voluntary (or semi-voluntary) 
action, the rough edges of income excesses which the 
necessary crudities of an over-all measure can not 
pretend to reach—government borrowing from the 
immediate income stream (as opposed to borrowing 
from financial institutions or from the reserves of 
individuals). 

Borrowing can be divided roughly into two cate- 
gories. The voluntary and the non-voluntary. The. 
latter has been utilized in England and Germany to 
some extent and will probably be experimented with 
soon in this country. With an ever mounting drive, 
ours is as yet in the former category. At first strictly 
voluntary, it has now reached the stage in develop- 
ment towards non-voluntary “personal instigation” 
under the ten per cent plan. So far, it has succeeded 
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well—but—as in taxation, there is now some likeli- 
hood of overreaching in certain income spheres. 
Remembering that the objective is a reduction in the 
income stream directed towards consumers’ goods note 
some of the difficulties involved. As the pressure— 
and the quota—increase, meeting the requirements 
may force certain groups in the community to en- 
croach upon that portion of their expenditures (nor- 
mally fixed charges) which is not contributory to 
inflation and is enhancing their personal contribution 
to the nation as a whole. (Such expenditures are 
fairly evident: annuity and general insurance—both 
government and private, interest and capital charges 
on outstanding debt, and recurring taxes on property, 
etc.) It has now become necessary to inquire not 
what an individual’s gross income is before assessing 
his quota, but more specifically, what is his gross in- 
come less non-inflationary expenditures? Certainly, 
steps should be taken in recognition of this. When 
procedures in line with this are devised, we will then 
be in a better position to work towards the end of non- 
voluntary or planned income reductions, an almost 
inevitable outcome of prolonged warfare. Recogni- 
tion of the structure of the individual expenditure 
pattern, and a realization of the extent to which Amer- 
icans are tied to their economy by the debt structure, 
is an essential requirement of further pursuance of 
borrowing from the income stream. To ignore these 
implications is to threaten the efficiency of the whole 


economic machine by damaging important individual 
wheels! 


We face a doubly difficult task when plans are pro- 
jected for the depletion of present purchasing power-— 
in this country. The very nature of our political or- 
ganization demands a greater degree of expediency 
than would another form of organization. In addition 
—in comparison to the United Kingdom for example— 
we have yet to be faced with the psychological im- 
mediacy of the war compelling a broader and deeper 
sacrifice. Keeping both these points in mind, the 
present system is proceeding perhaps as well as may 
be logically expected. 


The Present System of War Financing 


The income tax base has been broadened and the 
rates have been increased and we may well expect a 
further broadening of the base and steepening of the 
rates as the war effort proceeds. 


This policy is well 
advised. 


Personal income taxation should be pushed 
to the very limits of political propriety. And further, 
arrangements might be made so that it could be in- 
creased and the base altered more frequently than is 
permissible at the present time.® 


It is only too true 





5’ The advantages, in terms of driving home the depletion of in- 
come caused by the tax, of monthly bills can not be over emphasized. 
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that the more widely the personal income tax may 
be felt as encroaching upon immediate, present, pur- 
chasing power, the more thoroughly it is functioning 
in accord with our war time needs. In order to pre- 
vent the civilian from damaging his own future in- 
interests, he must be forcibly impressed with the idea that 
he has only enough funds for the bare essentials of 
life. Only then will he be made aware of his true 
position as regards the diminished wartime supply of 
consumers’ goods. And only then can we presume to 
have become realistic enough in our attitude toward 
the omni-present threat of inflation. 


Up to the present, bond sales have been maintained 
upon a strictly voluntary basis. Plans have been out- 
lined that vary to a larger or smaller degree from the 
strictly voluntary nature as voiced and practiced but 
subscriptions remain still—to all intents and purposes 
—a matter of personal decision. Indeed, at the mo- 
ment, it is difficult to envision any technique which 
would—without going beyond the limits of the 
emergency 





mop up all the excess purchasing power 
by a compulsory purchase plan as put forward by 
Keynes. (The limited extent to which the English 
themselves have pushed the program is an interest- 
ing commentary upon this!) The great need then, at 
the moment, is for an intensification of the appeal for 
voluntary commitments. To put it technically, the 
individual must be more effectively enticed into sur- 
rendering a larger part of his present income or pur- 
chasing power for future money. It is with a 
supplementary suggestion, alone, that this note will 
deal. 

Renunciation of the immediate right to the use of 
present earnings must be made psychologically more 
appealing to every last one of the American public. 
To one who thinks in terms of dollars foregone in the 
present for dollars in the future whenever savings 
bonds are purchased, the appeal is fairly strong. 
Greater pressure may be put upon him to decide more 
exactly what his minimum needs in terms of dollars 
are going to be, but, to the extent that this group is 
representative of those employed today, in or out of 
war industry, the present plan is meeting our require- 
ments. To the extent that the wage earner today 
looks upon his income as the right to command—im- 
mediately—such goods and services (things he may 
have foregone in the thirties) as remain available on 
the dollar market, our program falls short of meeting 
our requirements. Precisely what proportion of the 
public falls in the former category and what propor- 
tion in the latter is purely a matter of conjecture. 
Some indications are that the major part of the addi- 
tion to the income stream stems—probably—from 
those earning $2500 or less. British experience places 
the bulk of the increase—and therefore the major part 
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of the threat of inflation in the so-called wage earners 
bracket.© To hit the source of inflation danger, these 
incomes must be hit and hit effectively until it hurts; 
until every last cent of excess income has been pushed 
out of the road that leads to dangerous ends—exces- 
sive consumption. If the bulk of these wage earners 
visualize their earnings as immediate goods, the appeal 
must be made to them in terms that they understand 
—goods foregone. Every possible effort should be 
made to encourage this group to exchange its present 
rights to goods for rights to specific goods at the 
termination of the war. 


Pre-Purchase of Consumer Goods 


The superficial elements of the plan involve one 
simple idea: that the earner should be encouraged in, 
and the facilities should be provided for, the earmark- 
ing of wages for spending on specific types of goods 
at the close of the war. It amounts to making it pos- 
sible to buy goods in advance. Wherever a refrig- 
erator or a car or a new home would be a welcome 
acquisition right now, these will be an even more wel- 
come addition to the family possessions at the end 
of the war. While he is earning ample money, the 
individual ought to be able to designate certain sums 
for these things that he would like to have when 
they are again available at reasonable prices. The 
range of items he could buy in advance should cover 
all the consumers’ durable goods not only because they 
are now of necessity unavailable but for the equally 
important reasons in post-war realignment that will 
appear shortly. In other words, then, appreciating 
the things which he must forego for the benefit of the 
war—the wage earner, and his family, ought to be 
able to plan for the future by specifying now in what 
fashion they would use their savings! 

Entering upon the “pre-purchase” plan, the buyer 
may either set aside the entire amount that he is de- 
sirous of earmarking for his future purchase in the 
form of bonds, or—should this be too large a price 
for one pay day—he may acquire stamps, the use of 
which shall be specifically indicated on the face.’ 
These would be exchanged for a bond properly in- 
scribed for the durable goods which it will purchase 
at the close of hostilities. In a sense the choice be- 
tween “cash sale” and “installment sale” can quite 
easily be made. The advantage of the earmarked sav- 
ings stamps over the conventional ones is simply that 


6R 


Bulletins from Britain, British Library of Information, June 24, 
1942. “A White Paper lately issued shows that the largest increase 
in income since the war has accrued to wage earners. Between 
1939-1941 the increase in national income is put at $6.972 billions. 
Of this wages (including the pay and allowances of the ranks other 
than officers in the armed forces) accounted for $4.924 billions.” 

* Thus—much as in pre-war installment buying—$.50 a week might 
80 for furniture, $.25 for refrigeration, $3.00 for a car. Each stamp 


indicating the type of ‘‘pre-purchase’’ bond for which it can be 
exchanged! 
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the government assists the buyer in budgeting his 
weekly expenditures for future goods, and thus pro- 
vides additional incentive for continued ‘“‘pre-purchases.”’ 

Of course, should funds be needed immediately upon 
some occasion for a non-recurring expense that would 
not directly contribute to inflation, then they could be 
had by cashing one of the “pre-purchase” bonds—much 
as at present under the English forced savings plan 
money could be released for contingencies. But other 
than for this purpose funds must not be used until 
a yet-to-be-determined maturity date following the 
close of the war. 

Certain characteristics of the plan are important 
from the point of view of fiscal policy. Quite clearly 
the scheme is aimed in the right direction in that it 
is designed to absorb income from the “danger mar- 
gin.” Aiding in the reduction of the income stream 
they fit the primary requirement of an inflation curb 
quite aimiably. Secondly, being non-negotiable in 
character, there is no danger that they will be grad- 
ually bought up and concentrated in the upper income 
levels where the burden of repayment will fall upon 
the original buyers without the benefits accruing to 
them! More than that, properly drawn up, the “pre- 
purchase” certificate will correct one glaring defect in 
the present Baby Bond-War Bond Series, namely: 
they will not be demand instruments. This character- 
istic enables more careful planning of the post-war 
realignment and eliminates the present danger of a 
new mass of currency flooding the markets should the 
holders of the instruments be inclined to liquidate. 
To the minds of some who have examined the present 
borrowing plan, the one glaring weakness rests 
in the potential mass liquidation should the war take 
a series of unfavorable turns. From previous analysis, 
it is quite clear what the implications of such a move- 
ment would be! 

The administrative elements of the plan would not 
occasion any great departure from the present Baby 
Bond-War Bond administration. The same agencies 
for sale and promotion could be used and it is even 
conceivable that the same instruments, properly, 
“surcharged” so that they might be “earmarked” as “pre- 
purchase” instruments for certain types of expendi- 
tures, could be utilized. In addition to the entire 
machine now advancing the merits of War Bonds, a 
new field of promotional propaganda offers itself. The 
durable consumers’ goods industry—major advertiser 
through periodical, newspaper, and radio that it was 
—would probably be extremely willing to seek to 
induce buyers to indicate their particular peacetime 
field of products upon their “pre-purchase” instru- 
ments, Here in itself is a field worthwhile exploiting ! 

= (Turn to page 102) 
















































tions, during the past few years, meth- 
ods are being sought to aid taxpayers 
to discharge their income tax liabilities. 
Since the personal income tax is im- 
posed upon net income for a full year, 
it is only after the termination of the 
year that the actual amount of net in- 
come is known and the actual tax 
thereon can be ascertained. Thus, un- 
der existing law, taxpayers are required 
to pay, in the current year, income taxes 
determined by the preceding year’s in- 
come. Since most people do not re- 
serve, out of their incomes, a sum 
sufficient to cover the income tax 
thereon, to be later determined, they 
must use current incomes, or accumu- 
lated savings, to pay taxes on the pre- 
ceding year’s income. 




















































































































In order to change this condition, 
where taxpayers are always one year 
behind in their income tax payments, 
and to place them on a “pay-as-you-go” 
basis, instead of a “pay-after-it-is-gone” 
basis, two methods have been pro- 
posed: one, the Withholding Tax; the 
other, the so-called Ruml Plan. The 
charts set forth below show the pay- 
ments required, from two assumed tax- 
payers, under the present system; 
under the Ruml Plan; and, under the 
Withholding Tax. 


These charts disclose that under the 
present system, tax payments are irra- 
tional; that under the Rum! Plan, they 
are erratic; but that under the With- 
holding Tax, the tax payments vary 
with the income and the wind is tem- 
pered to the shorn lamb. The charts 
also indicate that without a Withhold- 
ing Tax, the Ruml Plan is unsound; 
while, with a Withholding Tax, it is 
unnecessary. 


It will be noted that where the in- 
























































































































































ITH the enormous increase in the number 
of individuals required to pay personal in- 
come taxes and with concomitant drastic 
increases in the tax rates and the lowering of exemp- 


Pay-As-You-Go or Pay-After-It-Is-Gone 


By M. FRANCIS BRAVMAN 


come is the same in each year, it makes little difference 
to taxpayers, whether tax payments are applied on 


account of income for the current year or for the pre- 
ceding year. Hardship, however, in payment of the 









CHART 1 


Comparing Payments Required Under Present System, 
Rum! Plan and Withholding Tax ' 













7~—— Payments required under ——_y 















Present Ruml Withholding 

Year Income System Plan Tax 
1941 $3,000 
1942 3,000 $ 138.00? $ 138.00 $ 138.00 
1943 3,000 442.803 628.80 4 442.80 * 
1944 3,500 467.80 467.80 464.00 
1945 4,000 593.80 694.80 615.00 
1946 1,000 ® 359.44 7 460.44 * 112.00 
1947 2,250 — 532.00 ° 157.50 
1948 3,000 186.00 372.00 298.50 
1949 3,000 324.00 462.00 324.00 
1950 3,000 324.00 324.00 324.00 
1951 4,500 ® 324.00 324.00 574.00 
1952 3,000 ® 639.00 954.00 389.00 
1953 4,500 ® 324.00 9.00 574.00 
1954 Dies or 

retires 

Jan. Ist 639.00 315.00 119.00 






Total .. $4,761.84 $4,623.84 *° $4,531.80 ™ 


1 Tax is computed on the assumption that taxpayer is married, or head of 
family, has no dependents and that all income is earned. 

2 Tax is computed according to rates in Revenue Act of 1941. 

*Tax is computed for this and subsequent years, according to rates in 
Revenue Act of 1942, including the 5% Victory Tax for years 1943 to 1945, both 
inclusive. Optional tax is not used. 

*It is assumed that the tax for the year 1941 is skipped. If the tax for 
the year 1942 is skipped, the payment would be $442.80. Payments for this and 
subsequent years include the estimated tax, (computed on income of preceding 
year, according to rates in Revenue Act of 1942); and the adjustment (deficiency 
or refund, as the case may be) for the preceding year. The years 1943 to 1945, 
both inclusive, include 5% Victory Tax. 

5 Payment includes tax of $324. (computed on preceding year’s income) and 
the Victory Tax of $118.80, of which $90. is credited to the withholding tax; 
thereby providing a Withholding Tax of 5% on current year’s income. In sub- 
sequent years, includes tax on preceding year’s income and Withholding Tax 
on current year’s income, except for the year 1946, where there is no With- 
holding Tax for the reason that the income is insufficient. Withholding Tax 
for first year is assumed at 5% and for second year at 10% and thereafter at 
15% of excess over $1,200. on incomes up to $4,000. per annum; and at 20% of 
excess over $1,200. on incomes over $4,000. per annum. 

® Assumed that war ends January 1, 1946 and that the taxpayer sustains 
decrease in income due to shift to peace economy. 

7 After taking credit for 40% of the Victory Tax (40% of $431.40 or $172.56). 

8 Refund. 

® Assumed arbitrarily that income rises, falls and rises, and that the tax- 
payer then dies or retires in order to demonstrate possibility of tax payments 
being required, under the Ruml Plan, even after death or retirement of tax- 
payer. 

10 The taxpayer saves $138., the tax on 1941 income, the year skipped; or if 
1942 is skipped, the saving is $324. 

The taxpayer saves 60% of the Victory Tax; $258.84 less $28.80 lost in 
credit to the Withholding Tax during the initial year, 1943. 
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personal income tax arises where taxpayers have basis may have fluctuating incomes. Their incomes 
changing or fluctuating incomes. The hardship varies in may vary from year to year by reason of working over 
intensity with the amount and frequency of the changes time or of unemployment or by reason of increases or 
and the extent of the fluctuations. decreases in the rate of compensation. It is this 

There are a large group of taxpayers who have’ group who are hurt by the present system and the 


changing and fluctuating incomes. Included in this Ruml Plan. 


group are business and professional men, employees Relief to taxpayers can come only by withholding, 
advancing in the business world, or employees whose voluntarily or involuntarily, sufficient income in each 
incomes are determined by the amount of business year to satisfy the tax on that year’s income, payable 
done or net profits earned and investors in properties after the end of the year. A start in that direction 
and securities. Even persons on a regulary salary has been made by the imposition of the Victory Tax, 


CHART 2 


Comparing Payments Required Under Present System, 
Ruml Plan and Withholding Tax ** 








-—— Payments required under —y | 
Present Ruml Withholding 
Year Income System Plan Lax 


1941 $10,000 
1942 10,000 $ 1,305.00** $ 1,305.00 $ 1,305.00 








1943 10,000 2,620.80 14 3,467.80 1° 2,620.80 1° 
1944 11,250 2,683.30 2,683.30 3,282.00 
1945 12,500 3,165.30 3,584.80 2,821.50 
1946 2,500 17 2,401.44 1° 2,868.94 1° 974.00 
1947 7,500 232.00 — 2,575.00 *° 1,297.00 
1948 10,000 1,385.00 2,538.00 1,885.00 
1949 10,000 2,152.00 2,919.00 2,152.00 
1950 10,000 2,152.00 2,152.00 2,152.00 
1951 15,000 22 2,152.00 2,152.00 3,152.00 
1952 10,000 72 4,052.00 5,952.00 3,052.00 
1953 15,000 22 2,152.00 ‘ 252.00 3,152.00 
1954 Diesor 
retires 
Jan. 1st 4,052.00 1,900.00 1,292.00 
Total ........ $30,504.84 $29,199.84 22 $29,137.30 





12 See note 1 Chart 1. 

13 See note 2 Chart 1. 

14 See note 3 Chart 1. 

15 Tt is assumed that the tax for the year 1941 is skipped. If the tax for the 
year 1942 is skipped, the payment would be $2,620.80. Payments for this and 
subsequent years include the estimated tax, (computed on income of preceding 
year, according to rates in Revenue Act of 1942); and the adjustment (deficiency 
or refund, as the case may be) for the preceding year. The years 1943 to 1945, 
both inclusive, include 5% Victory Tax. 

16 Payment includes tax of $2,152. (computed on preceding year’s income) 
and the Victory Tax of $468.80, of which $880.00 is credited to withholding tax; 
thereby providing a Withholding Tax of 10% on current year’s income. In sub- 
sequent years, includes tax on preceding year’s income and Withholding Tax on 
current year’s income, except for the year 1946, where 15% is the Withholding 
Tax. Withholding Tax for first year is assumed at 10% for second year at 15% 
and thereafter at 20% of excess over $1,200. on incomes over $6,000. and up to 
$13,000. per annum, 

7 See note 6 Chart 1. 


148 After taking credit for 40% of the Victory Tax (40% of $1,593.90 or 
$637.56). 


19 See note 18 supra. 
20 See note 8 Chart 1. 
21 See note 9 Chart 1. 


22 The taxpayer saves $1,305., the tax on 1941 income, the year skipped; or 
if 1942 is skipped, the saving is $2,152. 


23 The taxpayer saves 60% of the Victory Tax plus $411.20 credited to the 
Withholding Tax during the initial year, 1943. 


part of which is to be credited against 
income taxes of, or refunded to, tax- 
payers after the close of the war. 


Instead of the foregoing credit or re- 
fund of part of the Victory Tax after 
the war, a credit could be provided im- 
mediately for the purpose of placing 
taxpayers on a pay-as-you-go basis. If 
it is more desirable to place taxpayers 
immediately on a full “pay-as-you-go” 
basis then this can be accomplished, by 
allowing the full tax paid in 1943, ex- 
cept for the top 10 per cent of the per- 
sonal income tax rates, as a Withholding 
Tax to be applied on the income earncd 
in 1943. In the subsequent years, this 
Withholding Tax rate could, to the ex- 
tent necessary, be increased 5 per ceni 
each year so that after two years tax- 
payers are completely on a “pay-as- 
you-go”’ basis. 

Although this method might seem to 
be like the Ruml Plan, it is not for the 
reason that this plan retains the present 
system of taxation. After the termina- 
tion of the year, taxpayers would file 
the same return as they do at the pres- 
ent time and would deduct from the tax, 
computed thereon, the amount of tax 
withheld and would pay the balance, 
either in one sum or in quarterly install- 
ments as at present provided. They 
would also be paying in the second year, 
and each year thereafter, a Withholding 
Tax so that the revenue collections are 
maintained intact. 


If it should be found undesirable to 
grant taxpayers such a large credit for 
the purpose of placing them immediately 
fully on a pay-as-you-go basis, then 
the credit could be more modest 
with the result that in three years tax- 
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payers * would be, as a practical matter, on a pay-as- 
you-go basis. Charts 3, 4 and 5, illustrate this latter 
method of accomplishing the result of gradually plac- 
ing taxpayers on a current basis. Charts 1 and 2 
above also embody this plan. 


It will, therefore, be seen that under the present 
system taxpayers are always paying for a dead horse, 
that is to say, the income tax on an income which has 
been largely used or expended. Under the Ruml Plan, 
taxpayers are required to determine and pay the price 
of a horse before they get it, if they get it at all, that 
is to say, taxpayers are required to estimate what their 
incomes will be in the current year and to pay taxes 
on such estimated incomes which may never mate- 
rialize. Thus, taxpayers are paying for horses not 
yet born. Under the plan proposed in this article, 
taxpayers are paying for horses while they are riding 
them and, after the horses are gone, they pay small 
additional amounts while still retaining fresh mem- 
ories of the horses, that is to say, while the incomes 
are being earned most of the taxes thereon are paid 
and only the balances, thereafter, are required to 
be paid. 


There may, however, be difficulty in applying a 
Withholding Tax to persons who do not have regular 
or fixedincomes. In such cases, these taxpayers might 
be given the right, as in the case of the declared value 

(Continued on page 107) 


1 The Victory Tax can be used as the medium by which taxpayers 
can be placed on a pay-as-you-go basis. A _ scientifically drawn 
schedule of the withholding rates can be prepared which would 
provide approximately as follows: 

In the case of taxpayers earning $6,000.00 or less, the Victory 
Tax could be allocated as a Withholding Tax and credited in full 
against the income tax due in 1944 on 1943 income except that in 
those cases where the income is under $3,000.00 then 60% of the 
Victory or Withholding Tax could be allocated as credit against the 
tax on 1943 income. 

In the case of taxpayers earning over $6,000.00 and up to 
$13,000.00, the Victory Tax could be increased to 10%, all of which 
would be allocated as a Withholding Tax to be credited on account 
of the tax on 1943 income. In addition, these taxpayers would be 
allowed a further credit of 50% of this Victory Tax against the 
taxes paid in 1943 levied on 1942 income. 

In the case of incomes exceeding $13,000.00 and up to $18,000.00, 
the Victory Tax could be increased to 15% and the full amount 
allocated as a Withholding Tax and allowed as credit against the 
tax on 1943 income. Of this Victory or Withholding Tax, the tax- 
payer would also be allowed a credit of two-thirds of the Victory 
Tax against tax payments due in 1943 levied on 1942 income. 

In those cases where the income is from $18,000.00 to $24,000.00, 
the Victory Tax could be increased to 20% and the full amount 
allocated as a Withholding Tax and allowed as credit against the 
tax due in 1944 on 1943 income. The taxpayer would also be 
allowed to take credit for 75% of the Victory Tax against payments 
due in 1943 levied on 1942 income. 

In those cases where the income is over $24,000.00, the Victory 
Tax would be increased to 25% and the full amount would be allo- 
cated as a Withholding Tax and allowed as a credit in full against 
the tax due in 1944 on 1943 income. Of this Victory Tax, the tax- 
payer would also be allowed to take credit for 80% of the Victory 
Tax against payments due in 1943 levied on 1942 income. 

In subsequent years the Victory or Withholding Tax would be 
increased by 5% each year (except 3% in the second year where 
the income is under $3,000.00) and during the fourth year all tax- 
payers, earning up to $25,000.00 per annum, would be, as a practical 
matter, on a pay-as-you-go basis. This would constitute over 99% 
of the taxpayers. Prior to the fourth year, these taxpayers would 
be well on their way toward being completely on a ‘‘pay-as-you-go”’ 
basis. With respect to the balance of the taxpayers the Victory 
or Withholding Tax rate would be increased 5% in each of the 
succeeding years until each income group earning over $25,000.00 
would be on a pay-as-you-go basis, 
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CHART 3 








—. 


Payments Required Under 





Year Net Income Present System Proposed Plan 
1942 $3,000 

1943 3,000 ? $442.80 ? $442.80 * 
1944 3,000 442.80 414.004 
1945 3,000 442.80 414.005 
1946 3,000 181.44 ® 324.00 5 
1947 3,000 324.00 324.00 
1948 Dies or 

Retires 324.00 54.00 





1 Assumed taxpayer is married, or head of family, has no depend- 
ends and that all income is earned. 

? Tax is computed for this and subsequent years at 1942 rates, 
including the 5% Victory tax (Optional tax not used). 

3 Of this payment in 1943, there is allocated $90. (5% of excess 
over $1200. or $1800.) to the withholding tax. 

4 Includes withholding tax of $180. (10% of $1800.). 

5 Includes withholding tax of $270. (15% of $1800.). 


® Assumed war terminates January 1, 1946, after taking credit 
for 60% of Victory tax. 


CHART 4 


Payments Required Under 


Year Net Income Present System Proposed Plan 
1942 $10,000 
1943 10,000 7 $2,620.80 § $2,620.80 ° 
1944 10,000 2,620.80 2,592.00 "° 
1945 10,000 2,620.80 2,592.00 " 
1946 10,000 1,589.44 2,152.00" 
1947 10,000 2,152.00 2,152.00" 
1948 Dies or 

Retires 2,152.00 392.00 


* See note 1 supra. 

8 See note 2 supra. 

* Of this payment in 1943, there is allocated $880. (10% of excess 
over $1200. or $8800.) to the withholding tax. 

” Includes withholding tax of $1320. (15% of $8800.). 

1 Includes withholding tax of $1760. (20% of $8800.). 

12 See note 6 supra. 


CHART 5 








Payments Required Under 





Year Net Income Present System Proposed Plan 
1942 $25 000 
1943 25,000 *° $10,438.80 "4 $10,438.80 * 
1944 25,000 10,438.80 10,410.00 *° 
1945 25,000 10,438.80 10,410.00 * 
1946 25,000 8 220.00 *8 9,220.00 * 
1947 25,000 9,220.00 9,220.00 * 
1948 Dies or 

Retires 9,220.00 890.00 





See note 1 supra. 

1 See note 2 supra. 

1% Of this payment in 1943, there is allocated $5950. (25% of excess 
over $1200. or $23,800.) to the withholding tax. (This is the max- 
imum credit allowed and would apply to those with incomes in 
excess of $25,000. It is believed about 99% of all taxpayers ecrn 
under $25,000. per annum.) 

1% Includes withholding tax of $7140. (30% of $23,800.). 
17 Includes withholding tax of $8330. (35% of $23,800.). 
18 See note 6 supra, credit restricted by statute to $1000. 
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Their History 


STATE TAX COMMISSIONS~ 


and Reports 


By LEWIS W. MORSE 


WISCONSIN 
Special Tax Commissions 
In 1866, a commission was created for the purpose 
of revising the laws of Wisconsin for assessment and 
the collection of taxes and to report the same to the 
next annual session of the Legislature along with 


their recommendations. (General Laws of Wis- 
consin, 1866, Ch. 127.) 


Report: 

Report of the Tax Commissioners, 1867, 11 p. 

In 1897, a “Tax Commission” was directed to be 
appointed by the Governor to hold office until De- 
cember 31, 1898. Its duties were: 


1. To make a complete compilation of all the tax 
laws and decisions of the Wisconsin Supreme Court 
relating to said laws; 

2. To procure information as to the amount raised 
for taxation in each taxing district, the rates 
adopted, etc. ; 

3. To investigate all complaints in order to learn 
how the present system is defective or oppressive ; 

4. To avail themselves of all information possible 
concerning the taxation systems of other states ; 

5. To make recommendations as to the revision of 
the tax laws; 

6. To make a complete report to the Secretary of 
State not later than October 1, 1898. (Laws of Wis- 
consin, 1897, Ch. 340.) 


Report: 


Reports of the Wisconsin State Tax Commission, 1898. 


Period Place & Date No. of 
Year Covered of Publication Report Paging 
1898 For year 1898 Madison, 1898 276 Dp. 
1898 For year 1898 Madison, 1899 2nd Edition 289 p. 


In 1909, the Tax Commission was requested to 
gather and compile statistics of incomes and expendi- 
tures for all state, county, and municipal purposes, and 
to classify the data collected in connection with sta- 
tistics of wealth, population, etc., so as to afford in- 
telligent and instructive comparisons between counties 
and municipalities and to embody the results of such 
work with related information in a printed report to 
the Legislature. (Laws of Wisconsin, 1909, Joint 
Resolution No. 16, p. 812.) 


89 


Report: 


Special report of the Wisconsin Tax Commission to the 
Governor and Legislature on the finances of state government. 


Period Place & Date No. of 
Year Covered of Publication Report Paging 
1911 Dated 
April 15, 1911 Madison, 1911 (Special) 219 p. 


In 1925, the additional duty of inquiring into the 
system of accounting of funds in use in districts organ- 
ized under the Drainage District Law was given to the 
Tax Commission. It was required to devise and pre- 
scribe a system of accounts for such districts in order 
to make them as near uniform as practicable and to 
audit the books of any such district. (Laws of Wis- 
consin, 1925, Ch. 98.) 


Report: 


Special report of the Wisconsin Tax Commission to the 
Governor and Legislature on drainage accounts. 


Period Place & Date No. of 
Year Covered of Publication Report Paging 
1927 Dated 
June 30, 1927. Madison, 1927 (Special) 116 p. 


In 1933, a special joint committee of members of 
the Legislature was created for the purpose of study- 
ing the real estate tax situation and to make recom- 
mendations for the Legislature to afford relief to the 
overburdened taxpayers. It was directed to make a 
final report prior to the adjournment of the 1933 


Legislature. (Laws of Wisconsin, 1933, Joint Reso- 
lution No. 91, p. 1271.) 
Report: 


The report made by this commission consisting of five vol- 
umes was never printed and remains in typed form in the files 
of the Wisconsin Legislative Reference Library, Madison, 
Wisconsin. 


In 1933, an Interim Committee on Taxation Prob- 
lems was created consisting of nine members for the 
purpose of examining the question of coordinating the 
federal and state tax systems and the avoidance of 
unnecessary tax duplication. It was also directed to 
consider the problem of tax delinquencies within the 
state and to inquire into any tax problem affecting the 
state which it deemed advisable to investigate. A 
report was ordered to be made to the special session 
of the Legislature if it is held and if not, to the 1935 
Legislature. (1933 Laws, Ch. 400, p. 861; approved 
July 12, 1933.) 
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Report: 


Report of the Wisconsin Legislative Interim Committee on 
Taxation Problems. Submitted to the 1935 Legislature. 





Period Place & Date No. of 
_ Year Covered of Publication Report Paging 
(1935) Dated 
Dec. 15, 1934 Madison, n. d. 59 p. 


Board of Equalization 

In 1852, the Board of Equalization was created for 
the purpose of increasing or decreasing the valuation 
of the property in any county so as to produce a just 
relation between the values of the various taxable 
property in the state. (Laws of Wisconsin, 1852, 
Ch. 498, p. 773; approved April 19, 1852.) 


Report: 
“We find no reference to any reports.”—Wisconsin Legis- 
lative Reference Library, April, 1942. 


State Board of Equalization 


A State Board of Equalization was created in 1854 
for the purpose of equalizing the assessments of state 
tax upon taxable property, both real and personal, in 
the several counties of the state. This act repealed 
Chapter 498 of the Laws of 1852. (General Laws of 
Wisconsin, 1854, Ch. 73.) 

In 1858, the members of the State Senate in con- 
junction with the Secretary of State were designated 
as a State Board of Equalization for the purpose of 
equalizing the valuation of the properties in the vari- 
ous counties by adding to the assessed value the ap- 
propriate amount to bring the valuation of any county 
up to the average valuation of all counties, or decrease 
the valuation of any county as the case may require. 
All acts superseded by or conflicting with this were 
repealed. (General Laws of Wisconsin, 1858, Ch. 115.) 


Report: 


“We find no reference to any reports.”—Wisconsin [-.egis- 
lative Reference Library, April, 1942. 


State Board of Assessors 


In 1868, the members of the State Senate in con- 
junction with the Secretary of State were designated 
a “State Board of Assessors” to meet in April, 1868, 
and biennially thereafter. Their duties were to deter- 
mine and assess the relative value of all property sub- 
ject to taxation in each county of the state estimated 
according to their judgment the full value of the prop- 
erty in every county, etc. (General Laws of Wiscon- 
sin, 1868, Ch. 130.) (Note: Apparently the board 
created by this statute is intended to take the place 
of the State Board of Equalization. The act repeals 
all inconsistent acts.) 


The General Laws of 1870, Ch. 144, amended the 
act so that the board should meet in May, 1870, and 
biennially thereafter. 


February, 1943 


In 1873, the previous law was amended so that the 
Secretary of State, State Treasurer, and Attorney 
General constituted a State Board of Assessment with 
directions to meet in May, 1874, and biennially there- 
after. Their duties were to assess the relative value 
of all property subject to taxation in each county of 
the state, etc. (Laws of Wisconsin, 1873, Ch. 235.) 

Laws of Wisconsin, 1879, Ch. 124, amended the 
above act so that the State Board of Assessment 
should meet in May, 1879, and annually thereafter. 
Report: 

“We find no reference to any reports.”—Wisconsin Legis- 
lative Reference Library, April, 1942. 

Commissioner of Taxation 


In 1899, the office of Commissioner of Taxation was 
created with duties of supervising the system of tax- 
ation throughout the state and power to make a thor- 
ough investigation thereof. He was directed to report 
to the Legislature on the first day of each regular 

(Turn to page 103) 
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INTERDEPENDENT INCOME TAXES 


A Method of Calculation for Accrual of Interdependent 


Federal and Pennsylvania Income Taxes 


By WILBERT C. WEHN 


for Pennsylvania Corporate Net Income taxes." 

Furthermore, the Pennsylvania tax accrues, to 
accrual basis taxpayers, in the year in which the in- 
come taxed is earned.” 

The Pennsylvania Corporate Net Income Tax Act 
(May 16, 1935, P. L. 208, as amended) provides (Sec- 
tion 2), that net income shall be “as returned to, and 
ascertained by the Federal Government.” Pennsyl- 
vania taxing officials have accepted “adjusted net in- 
come,” line 38, 1941 form 1120, as meeting this 
definition. Presumably this will be line 37 minus line 
38 in the 1942 form. Other sections of the act allow 
a deduction of corporate dividends received and of 
Federal income and surtaxes paid or accrued before 
allocating income taxable in Pennsylvania. This 
“adjusted net income” on the Federal return already 
reflects, in item 22, a deduction of the Pennsylvania 
tax. Hence it is obvious that Pennsylvania allows a 
deduction of its own tax before the tax can be calcu- 
lated and that it also allows a deduction of all Federal 
taxes before they can be calculated. Furthermore, 
under the accrual rule stated above, the Pennsylvania 
tax must be accrued in the year in which the income 
is earned and before the tax can be calculated. 

As to the deduction for Federal income and sur- 
taxes allowed by Pennsylvania, a 1937 amendment 
(April 8, 1937, P. L. 227) to the 1935 act gave tax- 
payers the option of taking as a deduction either the 
amount of such taxes paid in respect of a prior year’s 
income, or the amount of such taxes accrued in the 
current year in respect of the current year’s income. 
If the taxpayer, with varying net income and changes 
in tax rates from year to year, is to select this option 
to his own advantage, he will most certainly make the 
deductions for Federal taxes on the basis of accruing 
them in the year in which the income is earned. 

When this option is used, all these taxes are highly 
interdependent, the Pennsylvania tax being deductible 
from the base for calculation of all Federal taxes, as 
weil as from its own base, and all Federal taxes being 
deductible from the base for calculation of the Penn- 
sylvania tax. Hence, every one of these taxes must 


1 Section 23 (c) Internal Revenue Code. 
*S. M. 4499A-V-1 CB 56. 


\ EDERAL tax law allows a deduction as taxes 





be known in amount before they can be calculated. 
This brings about a ponderous mathematical problem. 
Assume the following facts: 


The “X” Company is a calendar year corporation, reporting 
on the accrual basis, all of its income taxable in Pennsylvania. 
(A note below shows the procedure in case only a portion of 
income is allocable to and taxed in Pennsylvania.) 

Adjusted net income (line 37, form 1120, for 1942), 

before deduction for the sum of (a) declared value 

excess profits taxes, line 34 and (b) the Pennsylvania 

corporate net income tax, includible in line 22...... $32,000 
It had income from dividends of domestic corporations 

of $1,000, for which it received the 85% dividends 

received credit. TNO) 39. . 5 on. soe tw ce oes 850 





Normal-tax net income (line 40, form 1120, for 1942, 
before deductions enumerated in (a) and (b) above 
and before the deduction for income subject to 
Excess Profits tax, line 38). For purposes of con- 
venience in the illustrations below, this will be called 


ON i a a ales le Nigel. iis ee a 31,150 
Declared Value of Capital Stock _.. $200,000 
Excess Profits Credit (not including $5, 000 specific 

RIN oo oie ca ha ete ie ode eons .. 20,850 


Retirement of debt between Sept. 1, 1942 and Dec. 31. 
1942, $2,000, which at the 40% limitation provided a 
credit against the excess profits tax (all new in 1942 
Act) of (but not greater than 10% of tax) ........ $800 
The first step is to calculate the amount of income, 
adjusting from “Base Net Income,” which is subject 
to each type of tax, (the tax to be accrued on this 
amount in the next step), as follows: 
Federal Normal Tax 


Base Net Income (no adjustments required and tax 
will be accrued beginning with this amount) 


Federal Surtax 
Base Net Income (no adjustments required and tax 


$31,150 











will be accrued beginning with this amount) $31,150 
Declared Value Excess Profits Tax 
[ea [al oc hc i ie eee . $31,150 
Less: 10% of declared value of capital stock .. 20,000 
Amount subject to accrual........ ; 11,150 
Excess Profits Tax 
TELE LETC CL ES LOOT OE . $31,150 
Less: Additional 15% dividends received 
ee eT SI Tere: $ 150 
Excess Profits Credit 20,850 
Specific Exemption ......... 5,000 26,000 
Amount subject to accrual......... 5,150 
Pennsylvania Corporate Net Income Tax 
ee ee ee eer 
Less: Additional 15% dividends received credit ee 150 
Amount subject to accrual of tax . 31,000 


(Turn to page 105) 













































































































































































The Shoptalkers 

“You know,” mused the Kid, “it is going to be inter- 
esting to see what new taxes will be enacted by the 
78th Congress.” 

“T am confidently anticipating the worst,” sighed 
Dash. 

“Well, I see no need for gloom,” retorted the Kid. 
“We have all agreed that the ’42 Act is not at all a 
bad job; except that it doesn’t bite deep enough. We 
all know that the war has got to be paid for. And 
many are paying with more than mere tax dollars!” 


“Exactly what we all must remember,” agreed Old- 
timer. “In Tunisia or the Solomons the only tender 
that counts is something infinitely more precious. 
Lives are: eely given there, to make us safe here. No 
tax can begin to pay for that!” 

“Amen!” pronounced the Kid with conviction. 


“Yes, there’s only one way to look at that,” said 
Dash with finality. 


“The British still pay a lot heavier taxes than we 
do,” observed Philo. 

“T don’t see that the point is germane to anything 
whatsoever,” stated Law, “and, furthermore, I take 
exception to your statement as not founded on the 
facts.” 

“T only know what I read,” replied Philo, “and I’ve 
seen that asserted a dozen times if I have seen it once.” 


“Tf that’s the source of your information,” said Law, 
“TI won’t challenge you to produce facts and figures. 
But I don’t think the case will stand up. We pay 
more now.” 


“Very well,” grinned Philo, “I’ll challenge you for 
the figures!” 
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“T haven’t got them,” admitted Law. “But as 
closely as I can determine from a comparison of two 
quite different systems of taxation, and bearing in 
mind that the actual purchasing power of the pound 
is admittedly more than 50% higher than the pegged 
rate of exchange, except that there isn’t much to buy 
with it, and .. .” 

“Hark ye, hark ye, speech, speech!” cried the Kid. 

“The State rest, Your Honor,” bowed Law. 

“We are fortunate in having a couple of dozen 
Allies,” observed Oldtimer, “and I don’t think we'd 
be getting anywhere at all comparing tax burdens 
between each and all of them. Assuming that we had 
a sound basis of comparison, which we haven’t! My 
only point is, I don’t think we are paying enough, and 
we are going to pay more. We should pay more, com- 
parisons or no comparisons. They can hold for a less 
urgent day!” 

“That’s two speeches,” cried the Kid, “and we are 
right where I started. You can bet on new taxes. 
The question is, what kind?” 

“We are bound to get a sales tax,” announced Dash. 
“That’s the only major source of revenue left open. 
All of the people will come in on that one.” 

“You can put me down as opposed to a sales tax 
before we pay higher income taxes,” stated Oldtimer. 
“Only yesterday one third of the nation was in pretty 
dire circumstances and it is may guess that many of 
them are still in that same boat. A sales tax now 
would push many many of them below the level of 
decent living standards.” 

“That’s easy,” interposed Philo, “establish a mini- 
mum exemption. With prices fixed and the supply 
being allotted through rationing it should be simple to 
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set exemption at certain predetermined fair living 
standards.” 


“T don’t know how easy it would be,” answered 
Oldtimer, “but with that proviso Ill withdraw my 
objections.” 

“Lots of states have or have had sales taxes, and 
some of the larger cities, too,” put forth the Kid, “and 
I don’t know that there has been an awful lot of agita- 
tion against it.” 


“The people that are hardest hit by a sales tax are 
usually in the most inarticulate strata of our popula- 
tion,’ said Law. “The one third that Oldtimer was 
referring to has an average annual income of only 
some $800 a year. Proportionately one in that bracket 
is going to feel a flat-rate sales tax immeasurably more 
than one in the $3,200 a year bracket.” 


“Tnequality of sacrifice,” determined Oldtimer. “Not 
in line with the freedoms and ideas we are fighting for. 
It’s robbing the little guy’s dinner pot. I withdraw 
the withdrawal of my objections—and I am agin it 
through and through.” 

“T’ll second the motion,” contributed the Kid. “Take 
itaway. What else have we got to offer?” 

“Well, you know,” observed Philo, “Congress has 
its Ways and Means Committee of the House, and the 
Joint Committee on Taxation, and I don’t know that 
we should supersede them without any formalities 
at all.” 

“And they listen to representations and suggestions 
from various taxpayers and citizen bodies,” said Old- 
timer, “and I think you'll find that what eventually 
comes out of it all makes pretty good sense—at least 
more often than not.” 

“How about the taxperts drawing up a plan,” asked 
the Kid, “or at least a set of suggestions—with alterna- 
tives, maybe? That would make some sense to me.” 


It would. 
* * * 


Cases 


Case No. 1, volume 1 of the new Tax Court reports 
came along on November 12th, Eaton Paper Corpora- 
tion v. Commissioner. But that’s about the only thing 
that’s distinctive about the case, so we'll go on. 

ina TC memo opinion by Judge Disney the Unatin 
7 Up Company (make high-ball mixes of some kind?) 
found that failure to receive capital stock tax blanks 
wasn’t much of an excuse; and that when they eventu- 
ally did file, a year and a half late, that was O. K. as 
a “first return.” Nix on amendment. | 


In insolvency proceedings which claim rates first: 


unpaid federal taxes or unpaid state taxes? See case 
at 9827, 42-2 ustc. 
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Most of us know Beardsley Ruml as the author and 
advocate of the “pay-as-you-go” plan. Back in 36-1 
USTC, at 9221, we find that he won a case to “deduct- 
as-you-lose.” 

The venerable classic, Eisner v. Macomber, is quoted 
in the case at 9828, 42-2 ustc; seems as apt and weighty 
as ever. You'll find a Bomb Company mixed up with 
a Torpedo Company and vice versa, so if the taxpayer 
drew a bombshell—what could he expect? 

From the sublime to the sinister: ex-bear baron 
Dutch Schultz, real name Arthur Flegenheimer, fig- 
ures in a nice, long interesting case at 9106, 31-6 ustc 
—but you won’t find any tax dope in it. 


Cases 


These are culled at random out of 41-1 ustc. 

At J 9247 you will find one that makes rather interest- 
ing, even if not uplifting, reading. You'll remember 
the general background from newspaper headlines of 
about two years ago. 

Two cases, one at J 9240 and the other at {[ 9282, call 
to mind a motion picture of several years ago. It 
brought Victor MacLaglen the Academy award for a 
stirring and superb performance. In these two cases 
there were no awards. 

At J 9391 we encounter a situation that never pays off. 

If you are an apple-jack connoisseur, or even a mere 
devotee, you will recognize the brand referred to in 
the case reported at {| 9430, and if you are not you may 
still be interested in the income effects of paying loans 
with stock worth more than the principal of the loans. 

At J 9433 the Fertile Co-operative Dairy Association is 
found to engage in a business that appears to be fertile, 
but that is held not to be co-operative. 

And then, at J 9442, we again run into termites—not 
the kind the boys are rounding up in the Solomons, 
but even smaller—and this time they’ve chewed up 
$62,854.02 worth of residence. That two cents just 
goes to show how mean they really are. The owner, 
by the way, was Will Rogers. 

Interest accruals on parent-subsidiary indebtedness 
have always brought a special gleam into Ira’s eyes. 
The case at J 9697, inA2-2 ustc, should switch the gleam 
to the taxpayer’s mirrors of the soul. 

In the same volume, at { 9671, the ruling is against 
Bernon S. Prentice. But never mind, Bernon, it’s all 
nullified by Section 121 of the ’42 Act. 


Personalities 


Katherine Philbrick’ is a partner in Waldron H. 
Hand & Company, in Boston. 

Albin D. Strandberg has completed several assign- 
ments for the War Production Board, in Washington, 
and is on the new Committee on Priorities and Allo- 
cations of the American Institute of Accountants, 
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Norman E. Webster is now Chief Supervising Audi- 
tor, Third Naval District, U. S. N.; Joseph B. Baern- 
copf is Supervising Auditor in the Ninth Naval 
District, U. S. N. 

If Jack Carey, secretary of the American Institute 
of Accountants, is not the busiest man in the 48 states 
and the District of Columbia we'll take nominations 
under advisement. Appreciative members are indebted 
to him for the splendid work of at least two men. 

Robert Sutro of Los Angeles is a Captain with the 
7th Motorized Division of the U. S. Army. 


Battling Tondelayo 


Press reports relate that Hedy Lamarr has gone to 
court against the salary limitation order, intent on a 
show-down. She apparently views the ceiling as in 
effect an additional tax, saying that she has no objec- 
tions to heavy taxes but insists on the privilege of 
paying them herself. 

And your money, sir, is on which corner? 


Perish the Payroll Headache 


Victory taxes are just one more deduction in already 
cluttered-up payroll records; social security, War 
Bonds, group insurance, pension fund contributions, 
hospitalization—well, you know. 

Two things can be done to alleviate this load. 
First, don’t start deducting processes for items that 
needn’t be deducted. Group insurance, for instance, 
doesn’t have to be figured weekly, neither pension 
contributions or hospitalization payments. And quar- 
terly, or so, why not collect instead of deduct? You'll 
come out the same way in the end, with a darn sight 
less bookkeeping. 


Also, a neatlooking, efficient and simple system can 
be had in visual card arrangements filed in little cabi- 
nets and trays made of non-essential materials, mostly 
specially processed wood. For simplicity, complete- 
ness and ready reference it beats any other system 
we’ve come across to date—and we've seen a few. 
The stuff we have in mind is made by the Postindex 
Company, Jamestown, N. Y. 


Toward Tax Integration 


Representative Coffee is sponsoring legislation to 
provide for a Commission on Tax Integration, to delve 
into the matter of overlapping taxing authorities. An 
expectation is that the over 165,000 autonomous taxing 


authorities can be cut down to about 10% of that 
number. 


Who better qualified to sit on that Commission 
than tax men? With Coffee, too! 
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Lien for Federal Estate Taxes—Enforceability 
Against Purchaser for Value 


That one cannot be too cautious when examining 
titles to real property preparatory to the purchase 
thereof is aptly illustrated by a recent decision of the 
United States Supreme Court involving the enforce- 
ability of a lien for Federal estate taxes. 

At the time of his death, the decedent whose estate 
was involved and his wife owned certain real property 
as tenants by the entirety. Upon his death his wiie 
acquired the property by right of survivorship. The 
property was not reported in decedent’s estate tax 
return and was subsequently mortgaged to The De- 
troit Bank which was unaware of the failure to re- 
port the property for Federal estate tax purposes. 
Subsequently, the decedent’s wife defaulted on the 
mortgage’ and the bank bought in the property at 
the foreclosure sale. The Commissioner then as- 
sessed an estate tax deficiency against decedent's 
estate based upon the failure to include the property 
in the estate tax return. Failing to collect the tax, he 
instituted proceedings to enforce a lien for the taxes 
against the real property in the hands of the bank, 
claiming that the lien existed from the moment of 
decedent’s death. 

The Supreme Court held that the lien did exist 
from the time of the decedent’s death and was en- 
forceable. Its decision issued in the face of objec- 
tions that the tax had not been assessed, nor had 
payment thereof been demanded, at the time the bank 
bought in the property, and that the lien had not been 
recorded. That the facts warranted the objections 
was granted, but the court held that neither assess- 
ment, demand, nor recording were conditions prec- 
edent to the attachment or enforcement of the lien. 
The Detroit Bank v. U. S., 43-1 uste J 10,229. 

After handing down its decision in the above case, 
the court, in a second opinion, held that the lien for 
Federal estate taxes also had priority over a claim of 
the State of Michigan for property taxes, such claim 
having arisen after the decedent’s death while the 
estate tax lien had existed from the date of decedent’s 
death. State of Michigan v. U. S. 43-1 ustc § 10,230. 

In this connection it should be noted that a similar 
case is not likely to arise in the case of a decedent 
who dies after October 21, 1942, the date of the enact- 
ment of the Revenue Act of 1942. That Act amended 
Sec. 827 (b) of the Code to provide that when prop- 
erty received from a decedent is sold by the recipient 
to a bona fide purchaser for value, the lien shall divest 
from such property unless it was acquired by will or 
under intestate law. Prior to the amendment, the 


rule as to the release of a lien when the subject was 


sold applied only to life-time transfers and proceeds 
of insurance. 
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Mertens 


on the 


Law of Federal Income 


Taxation 
by 
JACOB MERTENS, Jr. 


of the firm of 
Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 Volumes Price $120.00 


A complete restatement of the entire field of federal income 
taxation 


—directing you instantly to the applicable provisions of the 
law and the interpretations and constructions which have 
been placed upon them both administratively and judically. 


—presenting the quickest way of finding the law, and the only 
way of finding all the law weighed personally by an expert 
in this field as to relevancy and importance. 


—giving you that peace of mind that no other means of re- 
search will give—the certainty that you have not overlooked 
other decisions in point. 


It will be kept constantly to date by a monthly service, cumulated 
quarterly and pocket parts issued annually. 


Terms: 6% discount for cash or 
$10.00 cash and $10.00 per month. 


Descriptive literature sent on request 


CALLAGHAN & COMPANY 
401 East Ohio Street Chicago, Illinois 






















































































































































































Excerpts from President’s Budget Message, 


January 11, 1943 


“We cannot hope to increase tax collections as fast 
as we step up war expenditures or to absorb by fiscal 
measures alone all excess purchasing power created 
by these expenditures. We must, therefore, provide 
a substantial portion of the needed funds by addi- 
tional borrowing, and we must also use direct con- 
trols, such as price ceilings and rationing, for the 
protection of the consumer. Nevertheless, the more 
nearly increases in tax receipts follow incredses in 
expenditures, the better we safeguard our financial 
integrity and the easier the administration of price 
control and rationing. All of these measures are 
interrelated. Each increase in taxes and each increase 
in savings will lessen the upward pressure on prices 
and reduce the amount of rationing and other direct 
controls we shall need. 


“The revenue acts of the past three years, particu- 
larly the Revenue Act of 1942, have contributed 
greatly toward meeting our fiscal needs. In the fiscal 
year 1944, total general and special receipts under 
present law are estimated at 35 billion dollars, or 
almost six times those of the fiscal year 1940. But 


the increase in expenditures has been even more 
rapid. 


“TI believe that we should strive to collect not less 
than 16 billion dollars of additional funds by taxation, 
savings, or both, during the fiscal year 1944. 


“On the basis of present legislation, we expect to 
meet 34 percent of total estimated Federal expendi- 
tures by current receipts during the fiscal year 1944. 
If the objective proposed in this Message is adopted, 
we shall meet approximately 50 percent of expendi- 
tures during the fiscal year 1944, 





“T hope that the Congress in working out the rev- 
enue program will consider that the fiscal measures 
must be designed not only to provide revenue, but 
also to support the stabilization program as well by 
deterring luxury or nonessential spending. The cost 
of the war should be distributed in an equitable and 
fair manner. Furthermore, care should be taken that 
the fiscal measures do not impair but actually promote 
maximum war production. Finally, it is more im- 
portant that ever before to simplify taxation both for 
taxpayers and for those collecting the tax, to put our 
taxes as far as feasible on a pay-as-you-go basis. 

“T cannot ask the Congress to impose the neces- 
sarily heavy financial-burdens on the lower and middle 
incomes unless the taxes on higher and very large 
incomes are made fully effective. At a time when 
wages and salaries are stabilized, the receipt of very 
large net incomes from any source constitutes a gross 
inequity undermining national unity. 

“Fairness requires the closing of loopholes and the 

removal of inequities which still exist in our tax 
laws. I have spoken on these subjects on several 
previous occasions. 

“The Congress can do much to solve our problem 
of war finance and to support the stabilization pro- 
gram. In the past, wars have usually been paid for 
mainly by means of inflation, thereby shifting the 
greatest burden to the weakest shoulders and inviting 
post-war collapse. We seek to avoid both. Of neces- 
sity, the program must be harsh. We should re- 
member, however, that it is a war for existence, and 
not taxation, which compels us to devote more than 
one-half of all our resources to war use. An effective 
program of war finance does not add to the total 
sacrifices necessitated by war, but it does assure that 


those sacrifices are distributed equitably and with a 
minimum of friction. 
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180, Million Forms 


Printing of 180,000,000 forms for indi- 
vidual income tax returns on 1942 in- 
comes has been substantially completed 
and distribution of the forms to offices 
of the nation’s sixty-four Internal Rev- 
enue collection districts is well under 
way, it was announced today by Com- 
missioner Guy T. Helvering of the 
3ureau of Internal Revenue. 

Forecasts have come from Internal 
Revenue collectors that the simplified 
individual income tax return, officially 
designated as Form 1040A, will find 
wide favor among those reporting on 
1942 incomes. This form may be used 
when the income of the taxpayer—in- 
cluding the total incomes of a man and 
wife making a joint return—does not 
exceed $3,000, and when there are no 
sources of income other than salary, 
wages, dividends interest and annuities. 
Its use also is limited to “cash basis” 
returns, which means, generally speak- 
ing, that the taxpayer does not keep a 
set of books. 

Use of the simplified form eliminates 
all but a very few calculations for the 
income taxpayer, and the form is self- 
explanatory as to these few. After de- 
termining from them the amount of 
income subject to tax, the taxpayer as- 
certains at a glance, from tables on the 
back of the form, the amount of tax 
he owes. 

The tables make allowance for per- 
sonal exemption, earned income credit, 
and deductions aggregating six percent 
of gross income. This percentage is 
used as an average of the deductions 
which would be claimed if the simpli- 
fied form were not available. 

If the taxpayer’s 1942 gross income 
exceeded $3,000, or came in whole or in 
part from sources other than salary, 
wages, dividends, interest and annui- 
ties, it is necessary to use Form 1040 in 
making a return. This form calls for 
detailed statements on income and also 
on all expenditures which are claimed 
as deductions. 

Form 1040A may be easily recog- 
nized because it is a single sheet printed 
on buff paper. Form 1040 is a two- 
sheet fold, on white paper. 


WASHINGTON TAX TALK 


* present coin, which has been minted since 





Official Washington 


Secretary Morgenthau on December 25, 1942, established 
specifications for a new, wartime one-cent coin to be made 
of zinc-coated steel. The action was taken 
under recently enacted legislation designed 
to conserve strategic metal. 

The order provides that the new piece 
shall be of the same size and design as the 


1909. Coinage of the present penny, which 
is 95 percent copper, is suspended after 
January 1, 1943. 





a i 

“The cost of the war can not be postponed. It must be 
met now while the fighting is going on. Funds to pay for the 
war can be secured by taxation and by bor- 
rowing. Much the better way is through 
taxation. Taxes collected now make a final 
distribution of the cost at a time when in- 
comes and patriotism alike are at a high 
level. Borrowing postpones the final dis- 
tribution until after the war when high taxes 
may be harder to pay and less desirable 
economically. Taxation now avoids the pay- 
ment of heavy interest charges later. Taxation now fights 
wartime inflation and diminishes the dangers of a post-war 
inflation.” Randolph E. Paul, General Counsel of the Treasury. 

* 2 ¢ @ 

During the fiscal year 1942, collections of income and 
excess profits taxes amounted to $8,002,481,776. This is more 
than double the amount collected in the fiscal year 1941, which 
totaled $3,462,028,369. 

The number of all types of income and 
excess profits tax returns filed during the 
past fiscal year on which tax was reported 
and assessed was 18,164,900, as compared 
with 7,867,319 returns filed in the fiscal year 
1941, an increase of 10,297,581. In addition, 
9,608,179 returns were filed during the fiscal 
year 1942 showing no income subject to tax, 
compared with 8, 283,177 such returns for the 
preceding fiscal year. The total number of income tax returns 
filed by individuals was 26,369,044, which is nearly double 
the number received in the preceding year. 

The total amount of additional tax, interest, and penalty 
assessed during the fiscal year 1942 was $288,566,028, of which 
$280,728,657 applied to income tax returns and $7,837,371 to 
excess profits tax returns. Excluding jeopardy and duplicate 
items, the amounts for these two classes of taxes were 
$248,389,459 and $7,184,260, respectively. In relation to the 
total technical personnel assigned to the field offices, the 
amount of additional tax, interest, and penalty assessed in 
1942 represented an average of $65,650 for each agent, as 
against $69,325 for 1941.—Excerpts from annual report of Com- 
missioner of Internal Revenue, fiscal year 1942. 




























































Holidays in the United States 





Friday, February 5 Arizona (in all counties except 
Apache, Coconino, Mohave, Navajo and Yavapai; 
Arbor Day). 

Friday, February 12, California, Colorado Connecti- 
cut, Delaware, Illinois, Indiana, lowa, Kansas, Michigan, 
Minnesota, Montana, Nebraska, Nevada, New Jersey, 
New York, North Dakota, Ohio, Oregon, Pennsyl- 
vania, South Dakota, Tennessee, Texas, Utah, Ver- 
mont, Washington, West Virginia (observed by some 
banks), Wisconsin, Wyoming (Lincoln’s Birthday). 

Monday, February 15, Arizona (observance of Ad- 
mission Day). 





























































































































































Monday, February 22, In every State in the Union 
except in Kentucky, and in North Carolina (where 
some banks may remain open) ; also in the District of 
Columbia (Washington’s Birthday).—Guaranty Trust 
Company of New York. 

















Revised Amortization Eorm 
Form TAS 21, revised as of October 22, 1942, being 
an application for a necessity certificate under Code 
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Section 124 (relating to amortization deduction), is 
now in general use. The general instructions (TAS- 
24) accompanying this form have been revised as of 
the same date. The revision of the form and the in- 
structions was caused by the 1942 Revenue Act 
changes. 


1099s 


Form 1099, the information return form for the 
calendar year 1942, is now available for distributions 
at the various Collectors’ offices. 


New Legislation 


The New 78th Congress convened on Wednesday 
January 6, 1943 and the following tax legislation has 
been introduced. 

By Bland, H. R. 29, January 6, 1943. 

To extend the time within which taxpayers shall 
be allowed a credit against certain taxes imposed by 
the Social Security Act and the Federal Unemploy- 
ment Tax Act for contributions paid into unemploy- 
ment funds under State laws. 

To H. Com. on Ways and Means. 

By Bland, H. R. 32, January 6, 1943. 

To amend Section 601(c) (8) (A) of the Revenue Act 
of 1932 with respect to the admission, free from tax, 
of whale oil, fish oil, or marine animal oil of any kind. 

To H. Com. on Ways and Means. 

By Gravagan, H. R. 52, January 6, 1943. 

To forbid the requirement that poll taxes be paid as 
a prerequisite for voting in national elections. 

To H. Com. on Judiciary. 

By O’Toole, H. R. 94, January 6, 1943. 

To prevent and make unlawful the practice of law 
before Governmental departments, bureaus, commis- 
sions, and their agencies by those other than duly 
licensed attorneys at law. 

To H. Com. on Judiciary. 

By O’Toole, H. R. 96, January 6, 1943. 

To amend section 272 of the Judicial Code (28 
U. S. C. par. 394) in relation to forbidding corpora- 
tions and voluntary associations from practicing law 
before courts, quasi judicial, or administrative bodies. 
To H. Com. on Judiciary. 


Tax Committees— Appointments 


Senators Lucas, Thomas (Idaho), Butler and Milli- 
kin have been appointed to fill vacancies on the Sen- 
ate Finance Committee. Senator Capper was dropped 
from the Committee at his request. 

Vacancies on the House Ways and Means Com- 
mittee were filled by the appointment of Representa- 
tives Gregory, Camp, Lynch, Forand, Wasielewski, 
Maloney, Carlson, Simpson and Dewey. 
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Directory of War Agencies 
This Directory contains the alphabetical abbrevia- 
tions used in describing the more commonly known 
War Agencies and other important Federal Govern- 
mental sub-divisions. 
AAA—Agricultural Adjustment Administration. 
BAE—Bureau of Agricultural Economics. 
BEW—Board Economic Warfare. 
BiC—Bureau of Industrial Conservation. 
BLS—Bureau of Labor Statistics. 
CAA—Civil Aeronautic Authority. 
CAB—Civil Aeronautics Board. 
CAF—Clerical Administration Fiscal. 
CCC—Civilian Conservation Corps. (No longer in 
existence) 
DAR—Defense Aid Reports. 
DCAS—Division of Central Administrative Services. 
DCB—Defense Communications Board. 
DHC—Defense Homes Corporation. 
DPC—Defense Plant Corporation. 
DSC—Defense Supplies Corporation. 
EDB—Economic Defense Board. 
EHFA—Electric Home and Farm Authority. 
FBI—Federal Bureau of Investigation. 
FCA—Farm Credit Administration. 
FCC—Federal Communications Commission. 
FCIC—Federal Crop Insurance Corp. 
FAD—Food and Drug Administration. 
F DIC—Federal Deposit Insurance Corp. 
fF HA—Federal Housing Administration. 
FHLBB—Federal Home Loan Bank Board. 
FLA—Federal Loan Agency. 
FPC—Federal Power Commission. 
FSA—Farm Security Administration or Federal 
Security Agency. 
l’TC—Federal Trade Commission. 
I WA—Federal Works Agency. 
GOA—General Accounting Office. 
(4; PO—Government Printing Office. 
HOLC—Home Owners Loan Corp. 
I1CC—Interstate Commerce Commission. 
MRC—Metals Reserve Company. 
NACA—National Advisory Committee for Aeronautics. 
NDAC—National Defense Advisory Commission. 





NDMB—National Defense Mediation Board (Now 


NWLB). 
NLRB—National Labor Relations Board. 
NRPB—National Resources Planning Board. 
NWLB—National War Labor Board. 
NYA—National Youth Administration. 
OAPC—Office of Alien Property Custodian. 
OCD—Office of Civilian Defense. 
ODT—Office of Defense Transportation. 
OEM—Office for Emergency Management. 
OFF—Office of Facts and Figures. 
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OGR—Office of Government Reports. 

OLLA—Office of Lend-Lease Administration. 

OPA—Office of Price Administration. 

OPACS—Office of Price Administration and Civilian 
Supply (Now OPA). 

OPC—Office of Petroleum Coordination. 

OPM—Office of Production Management (Now 
WPB). 

OSRD—Office of Scientific Research and Develop- 
ment. 

OW I—Office of War Information. 

PBA—Public Buildings Administration. 

PRA—Public Roads Administration. 

PW A—Public Works Administration. 

REA—Rural Electrification Administration. 

Kk FC—Reconstruction Finance Corp. 

RRB—Railroad Retirement Board. 

RRC—Rubber Reserve Company. 

SCS—Soil Conservation Service. 

SEC—Securities and Exchange Commission. 

SMA—Surplus Marketing Administration. 

SPAB—Supply Priorities and Allocations Board (Now 
WPB). 

SRC—Steel Recovery Corporation. 

SSB—Social Security Board. 

SSS—Selective Service System. 

SW PC—Smaller War Plants Corp. 

TVA—tTennessee Valley Authority. 

USDA—United States De’t. of Agriculture. 

USES—United States Employment Service. 

USHA—United States Housing Authority. 

USIS—United States Information Service. 

USMC—United States Marine Corps. 

W DC—War Damage Corporation. 

WMC—War Manpower Commission. 

W PA—Works Projects Administration. 

W MI—War Materials Incorporated. 

WPB—War Production Board. 

W RA—War Relocation Authority. 

WSA—War Shipping Administration. 
(Reprinted from the Industrial Review through the 

courtesy of the Illinois Manufacturers’ Association.) 


The conflict of ensuing rumors served well 
the aim of the Nazis to confuse and befuddle the 
French, and what semblance of unity the French 
possessed soon disappeared. 

It is worth noting how at least one Russian 
guerrilla commander solved this problem in his 


own unit. Severe punishment was meted out to 
anyone who said, “I hear that ” os 
understand that Unless the man 
could say “I, myself, saw ” he was to 
say nothing.—United States Army Headquarters 
Sixth Service Command. 


























































































































































































































































Supreme Court 


Contracts restricting disposition of profits: Requirement of 
payment on indebtedness after taxable year.—Where the tax- 
payer corporations by written contracts dated prior to May 1, 
1936, agreed to apply a percentage of their net earnings of a 
particular calendar year to an indebtedness of the corporations, 
and further agreed that the payment of the specified percentage 
was to be made after the close of the taxable year, the Court 
holds that such contracts did not entitled the taxpayers to the 
credit provided in Sec. 26 (c) (2), 1936 Act, since the contracts 
contain no provisions requiring the payment or the setting 
aside of earnings “within the taxable year in discharge of a 
debt.” The fact that the taxpayers actually and irrevocably 
set the funds aside within the taxable year is immaterial be- 
cause such payments were voluntary and not required by the 
contracts. The taxpayers’ contention that since the actual 
basis of accounting was used such factor should have been 
considered was held to be without merit since the question 
is not whether taxpayers made payment within the taxable year 
but whether the contracts required payment or setting aside 
within the taxable year.—SC. Helvering Commissioner of In- 
ternal Revenue, Petitioner, v. The Ohio Leather Company. Hel- 
vering, Commissioner of Internal Revenue, Petitioner, v. The 
Strong Manufacturing Company. Helvering, Commissioner of 
Internal Revenue, Petitioner, v. Warren Tool Corporation. 42-2 
ustc J 9730. 


Periods of limitation: Criminal prosecutions: Conspiracy.— 
The six-year period of limitation prescribed by Code Sec. 
3748 (a) is applicable to offenses arising under Sec. 37 of the 
Criminal Code (the conspiracy statute), where the object of 
the conspiracy is to evade or defeat the payment of a federal 
tax. Asa result the petitioner’s prosecution was not barred by 
the statute of limitations where he had withdrawn from the 
conspiracy more than three although not more than six years 
before his indictment. A single agreement to commit acts in 
violation of several penal statutes is punishable as one con- 
spiracy.—SC. Harry Braverman, Petitioner, v. The United States 
of America. Allen Wainer, Petitioner, v. The United States of 
America. 42-2 ustc J 9731. 


Priority of federal lien against subsequent state tax lien: 
Effect of state law.—Where the federal lien attached to pri- 
vate property prior to the acquisition of any interest in that 
property by a state, the state lien cannot be given superiority 
over the federal lien by virtue of state statutes —SC. State of 
Michigan, John J. O’Hara, Auditor General for the State of 
Michigan, County of Wayne, a corporate body politic, Jacob P. 
Summeracki, Treasurer for the County of Wayne, City of Detroit, 
a municipal corporation, and Albert E. Cobo, Treasurer of the 
City of Detroit, Petitioners, v. The United States of America. 
43-1 ustc J 9225. 
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Penalties: Same evidence for felony and misdemeanor.— 
Before a defendant can be found guilty of a felony for willful 
attempt to evade or defeat the income tax (Sec. 145 (b) of the 
Code) there must be some proof in the case other than that 
necessary to make out the misdemeanors for failure to file 
returns, submit information, or pay tax (Sec. 145 (a) of the 
Code). The use of the word “attempt” in Sec. 145 (b) indicates 
the need for some willful commission in addition to the willful 
omissions that make up the misdemeanors in Sec. 145 (a). A 
conviction, based on a judge’s charge to the jury that a finding 
of willful failure to file a return or to pay a tax would alone 
support a finding of willful attempt to evade or defeat the tax 
is reversed.—SC. Murray R. Spies, Petitioner, v. The United 
States of America. 43-1 ustc J 9243. 


Appellate and Lower Courts 


Items not deductible: Advances to subsidiary.—W here tax- 
payer failed to establish the existence of an agency relationship 
with wholly-owned subsidiary, which existed as a separate 
corporate entity, it is not entitled to deduct a reduction in the 
book value of the subsidiary’s inventory arising from a decline 
in the market price of cotton and wool or advances made to 
the subsidiary to enable it to cancel contracts for the purchase 
of cotton and wool at prices higher than market either as an 
ordinary and necessary business expense under Sec. 23 (a), 
1936 Act, or as uncompensated losses under Sec. 23 (f).— 
CCA-1. The Esmond Mills et al., Petitioners, v. Commissioner of 
Internal Revenue, Respondent. 43-1 ustc { 9237. 


Deductions; Accruals at death—Real estate taxes and trus- 
tees’ commissions of a trust of which decedent was life benefi- 
ciary must be allocated to the period before and the period 
after his death in accordance with the law of the situs of the 
trust for the purpose of determining the distributable income 
of each period. Secs. 42 and 43 of the 1936 Act, requiring 
the accrual of income and deductions of a decedent on his final 
return, have no application since the trust may not be ignored 
even though it was revocable, and hence its income was taxable 
to the grantor under Sec. 167, 1936 Act—CCA-1, Commissioner 
of Internal Revenue, Petitioner for Review, v. George P. Davis 
et al., Executors. 43-1 ustc J 9239. 

Refunds and credits: Untimely motion for reconsideration.— 
Commissioner filed a motion for reconsideration of the Board’s 
decision that taxpayer was entitled to a refund of an over- 
payment of taxes before the expiration of the statutory period 
of three months allowed for the filing of a petition for review 
of the Board’s decision in the Circuit Court of Appeals, but after 
the expiration of the thirty-day period within which, by the 
then applicable rules of the Board, a petition for rehearing 
might be filed, upon which, long after the expiration of the 
statutory three months’ period, the Board vacated its decision 
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in taxpayer’s favor on the ground that its claim was barred by 
the statute of limitations. The Court holds that the Board’s 
decision granting taxpayer a refund became final and passed 
from the jurisdiction of the Board under the terms of Sec. 
1005 (a) (1), 1926 Act, (now Sec. 1140 of the Internal Revenue 
Code), upon the expiration of the three months’ period for filing 
a petition for review, and that the Board, in failing ot take any 
affirmative action on Commissioner’s untimely motion, was 
precluded from entertaining the said motion. CCA-1, Denholm 
& McKay Company, Petitioner for Review, v. Commissioner of 
Internal Revenue.—42-2 ustc J 9825. 


Suits for refund: Compromise before the Tax Court.—Tax- 
payer, as member of a related group of corporations, was a 
party to a number of proceedings pending before the Tax Court 
(then the Board) involving alleged deficiencies in each of four 
years. For two of these years the Commissioner had mailed 
two deficiency notices each to the taxpayer, and petitions for 
redetermination of each had been filed. Because of the com- 
plicated tax situation, a compromise settlement of the liability 
of the whole group was reached, and, pursuant to stipulations 
of counsel of parties, was given effect by the Tax Court. Even 
assuming that taxpayer paid the entire settlement liability of 
the group, a suit for refund is barred. It is contended that for 
two of the years the deficiency was determined against a cor- 
poration other than the taxpayer, but if so, the taxpayer was 
but voluntarily paying the taxes with full knowledge of the 
facts and in a suit to recover, stands in the shoes of the assessed 
taxpayer, against whom the statute has run. For the other 
two years, it is contended that there were two deficiency notices 
for each year. In giving effect to the settlement, the Tax 
Court determined a deficiency under one notice for each year 
and no deficiency under the other. When all the facts are 
known, these determinations are not inconsistent and refund 
is denied. The claim would also have to be denied because 
it is not alleged that the Government collected more in the 
settlement than was actually due—CCA-2, Rubel Corporation, 
Plaintiff-A ppellant, v. Martha E. Racquin, as Administratrix of 
the Estate of Almon G. Rasquin, Deceased, Collector of Internal 
Revenue of the United States of America, in and for the First 
District of New York, Defendant-Appellee. 43-1 ustc J 9240. 


Family transactions: Bona fide sale on public exchange.— 
Where taxpayer’s husband, as her attorney-in-fact, sold certain 
bonds which she owned, through a broker, and a few days 
later purchased similar bonds, through a broker, as trustee 
of a trust established for taxpayer’s benefit, taxpayer is not 
denied a deduction for the loss sustained on the sale of the 
securities by the terms of Sec. 24 (a) (6), 1936 Act, since the 
transactions did not amount to either a direct or an ‘indirect 
sale between members of a family but were bona fide transac- 
tions on a public exchange. Dissenting opinion filed —CCA-2, 
Commissioner of Internal Revenue, Petitioner v. Pauline Ickel- 
heimer, Respondent. 43-1 ustc J 9231. 


Corporation credits (1936 Act): Contracts restricting divi- 
dends.—Where a bank offered, in writing, to extend credit to 
corporate taxpayer with the understanding that it would oppose 
payment of dividends if the corporate earnings were less than 
$30,000 per quarter, which offer was accepted, the condition 
under which the loan was granted was held to constitute a 
contract restricting the payment of dividends under Sec. 26 
(c) (1), 1936 Act, in consequence of which taxpayer was en- 
titled to a credit on undistributed profits—CCA-6, Seldon R. 
Glenn, Collector of Internal Revenue, Appellant, v. Chess & Wy- 
mond, Incorporated, Appellee. 42-2 ustc [ 9823. 


Accounting periods and methods: Change from “crop basis” 
to annual basis of reporting.—Where taxpayers obtained per- 
mission to change their method of accounting from the “crop 
basis” to the annual basis, they were obliged to report stock 
held in reserve on new basis, and the fact that such method 
of reporting resulted in a distortion of that item was held to 
be a matter of which taxpayers may not complain since it is 
practically impossible to change from one system of accounting 
to another without some distortion and there were presumably 
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business advantages to them in the change as a whole.—CCA-9, 
Kahuku Plantationn Company, Petitioner, v. Commissioner of 
Internal Revenue, Respondent, and McBryde Sugar Company, 
Limited, Petitioner, v. Commissioner of Internal Revenue, Re-- 
Spondent. 43-1 ustc J 9229. 


Individual returns: Community income: Domicile.—Income 
received by a resident of a community property state from an 
agreement entered into while a resident in a non-community 
property state constitutes community income and should be so 
reported, where the subject of the agreement was services 
to be performed in California—CCA-9, Claude R. Fooshe, Peii- 
tioner, v. Commissioner of Internal Revenue, Respondent. 43-1 
ustTc J 9230. 


Liquor taxes: Refund of tax paid on wine destroyed by fire. 
—Where taxpayer sought to recover the tax paid on wine 
which was destroyed by fire in a bonded winery, the Court 
holds that the tax imposed on still wines by Sec. 3030 (a) (1) 
(A) of the Internal Revenue Code is a production tax which 
applies to all wines produced, with an abatement for certain 
losses, deferment of time of payment being a privilege given 
by law to the producer, and that the producer-owner should 
not recover the tax paid except in so far as allowable losses 
should reduce or consume that tax.—CCA-9, Nat Rogan, Col- 
lector of Internal Revenue, Appellant, v. Catherine Nesa Con- 
terno, Appellee. 43-2 ustc J 9233. 


Suits for refund: Variance between claim and pleading: 
Waiver.—The Government, unless it has waived its right to 
do so, can assert as a defense to a suit for refund based on 
overpayment of a tax that the claim for refund presented to 
the Commissioner did not include the contentions of the 
taxpayer set out in the suit for refund. A rejection by the 
Commissioner of claims filed by the one who actually paid 
the tax (the subsidiary) could not be construed as a waiver by 
the Commissioner of the lack of proper description of the 
assignment of the claims in the claim filed by the parent.— 
CCA-9, The B. F. Goodrich Company, a corporation, Appellant, 
v. United States of America, Appellee. 42-2 ustc J 9832. 


Distributions by corporations: Stock dividends.—Where tax- 
payer received from corporation A a dividend in the stock of 
corporations B and C, in which he also held a stock interest, 
the Circuit Court approves the finding of the Board (supporting 
the Commissioner) that the taxpayer is in receipt of taxable 
income to the extent of the fair market value of the stock 
received.—CCA-10, W. J. Cheley, Petitioner, v. Commissioner 
of Internal Revenue, Respondent. 42-2 ustc § 9828. 


Recognition of gain or loss: Oil and gas leases.—Where 
vendors (taxpayers) sell an interest in the oil reserves of a 
leasehold, reserve an interest to be paid out of production and 
sell the oil producing equipment outright, retaining only an 
option to purchase the equipment at its salvage value in the 
event the vendee should elect to discontinue operations before 
the full payment of the reserved interest out of production, 
the vendors, in computing the net gain derived form the sale, 
are entitled to deduct the remaining undepreciated basis of the 
equipment, as well as the cost of the leasehold, from the cash 
payment received.—CCA-10, Commissioner of Internal Revenue, 
Petitioner, v. H. W. Lewis, Respondent. 43-1 ustc J 9227. 


Vested v. contingent remainders—When taxes are due.— 
Where decedent, by will, bequeathed his estate to his wife for 
life with remainder over upon her death to their daughters, 
the daughters received vested rather than contingent interests 
and payment of inheritance taxes on the value of the remainder 
interests could not be postponed until the interests vested in 
possession.—USCA for D. C., Julia F. O’Neill, et al. v. Dist. of 
Columbia. 42-2 ustc J 15,380. 


Property subject to lien: Intervening motions.—Motion of 
stockholder of Warren Railroad Company to intervene in the 
case of United States v. Warren Railroad Company, 127 Fed. (2d) 
134 [42-1 ustc J 9391], which had been remanded by the Cir- 
cuit Court of Appeals for the Second District, with directions, 
was denied on the basis of the holding in the remanding deci- 
sion that stockholders of the Warren Railroad Company had 
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The Pre-Purchase Plan—A Voluntary Curb on Incomes 
(Continued from page 85) 

Certainly second only to the contemporary func- 
tion of the plan in assisting other inflation curbs is the 
place which it could occupy in post-war planning for 
reconstruction. By its essential nature the durable 
consumers’ goods industry will probably exert greater 
pressure upon the general industrial realignment than 
any other. The speed with which it returns to normal 
productive aims may well govern the length of the 
economic reconstruction period. The return of the 
price-profits type of economic government will not be 
enough. The maximum incentive to speedy tooling 
must be provided to cut down the dislocation this 
period can cause. The “pre-purchase” plan will con- 
cern itself primarily with this branch of the consumer 
demand. Tabulation of the different categories of 
durable consumers’ goods indicated by the “pre-pur- 
chase” instruments will provide information on the 
backlog of orders which will be available for each 
branch of the industry. Indeed, the serial numbers of 
the “pre-purchase” certificates might be bent to the 
task of planning the timing of the appearance of at 
least a portion of the orders for consumers’ goods 
(durable). Used in this fashion there would be less 
danger of an inflation in durable goods prices in the 
period of reshaping industry to peacetime ways. Brief 
though these comments upon the post-war planning 
elements of the scheme must be, it cannot be reiter- 
ated too frequently that tremendous potentialities are 
present. A relatively specific pattern of the post-war 
durable goods demand immediately available for in- 
dustrial planning can be extremely valuable. 


Conclusion 


Inflation, as a tool in the realignment of an economy 
for war, can be an extremely useful device, but only 
in the very early stages of the process. In effect, it acts 


Interpretations 


for tax purposes purely derivative rights and that the judgments 
rendered by that decision should stand against them since 
Warren Railroad Company took no appeal therefrom, but 
applications to intervenue filed by stockholders of the New 
York, Lackawanna & Western Railroad and the Lackawanna 
Railroad of New Jersey were allowed under Rule 24 (b) of 
the Federal Rules of Civil Procedure because the cases in which 
they sought to intervene were new suits and no decision pre- 
cludes the allowance of intervention, since the applications 
were timely.—D. C. So. D. N. Y., United States of America, Plain- 
tiff, v. The Warren Railroad Company and The Delaware, Lacka- 
wanna & Western Railroad Company, Defendants. 42-2 ustc 
J 9829. 

Limitation upon assessment and collection: Waiver.—The 
Government fails to establish that the statute of limitations 
has been waived, as against the estate of a wife, by showing 
that a waiver which named only the husband in the body there- 
of was signed by both husband wife, even though it related 
to a year in which husband and wife filed a joint return.—D. C. 
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as an involuntary, instantaneous, regressive tax upon 
the whole economy! Before the legislative machinery 
can be disturbed from its conventionally cumbersome 
ways, the government is in the position through its 
monetary control to force every member of society 
to forfeit goods and services for the development of 
the war machine. So far, and only so far, can it be 
used without destructive results. As soon as possible 
—certainly before the retooling stage is anywhere near 
complete—inflation must be abandoned as a financial 
device for more carefully designed fiscal policy if the 
economy in question is to avoid serious and perhaps 
fatal damage. Once prices start up, dragging wages, 
wages in turn boosting costs (the familiar spiral of 
inflation) there is trouble over a not-too-far-distant 
horizon. We are all too close to that horizon today. 

This suggestion of a “pre-purchased” plan has been 
offered not as a revolutionary new technique, nor as 
an all inclusive plan for curbing inflationary tenden- 
cies. It is intended as neither one. It is recognized 
that a complete policy must include price ceiling and 
rationing over the vital portion of the market, that 
thoroughgoing income taxation must be imposed upon 
the entire income-earning population, and that this 
must be supplemented in its effort to reduce incomes 
to the bare minimum by borrowing directly from the 
income stream. The suggestion in this note merely 
is one for an adjunct to the existing plans in this last 
group, but even thus humbly reducing the stature of 
the “pre-purchase” plan, it must not be forgotten for 
an instant that to fail in the task of bringing the flow 
of income into the proper relationship with the scanty 
flow of consumer goods may in the long run be fatal. 
The late Lord Josiah Stamp remarked, shortly before 
his death, that England was going to win the war, 
with or without inflation. He might well have added, 
that to win the peace, to end recurring war, we must 
win the fight against inflation—now! 






for So. D. Calif., United States of America, a corporate body 
politic, Plaintiff, v. The Estate of Olive Wills Wigmore, Philip 
Grey Smith, as Administrator with will annexed of the Estate of 
Olive Wills Wigmore, deceased, and J. A. Wigmore, Defendants. 
43-1 ustc J 9242. 


Limitation upon assessment: Five year period: 25% gross 
income omitted.—The taxpayer reported a loss from the sale of 
a lease and took a deduction for the loss in its return through 
an innocent mistake of law. Instead, the sale resulted in a 
profit in an amount in excess of 25 per cent of the gross income 
reported in the return. Respondent’s determination that a 
gain was realized and that there were resulting deficiencies in 
income and excess profits taxes was made after three years from 
the date the return was filed but within five years. Held, that 
section 275 (c) of the Revenue Act of 1934 is applicable and, 
therefore, there is no bar of the statute of limitations against 
the deficiencies. Estate of C. P. Hale, 1 T. C. 121, CCH Dec. 
12,889, followed. American Liberty Oil Company, Transferee v. 
Commissioner; Wofford Production Company v. Commissioner, 
CCH Dec. 12,920. 
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State Tax Commissions — 
Their History and Reports 
(Concluded from page 90) 


session as to the results of his supervision and investi- 
gation, and he was directed to make recommendations 
for the improvement of the tax system of the state. 
Section 6 made him a member and presiding officer 
at the meetings of the State Board of Assessment. 
(Laws of Wisconsin, 1899, Ch. 206, p. 341; approved 
April 19, 1899.) 


The State Board of Assessment was directed to 
assess and levy a tax on the property of express com- 
panies, sleeping car companies, freight line companies 
and equipment (for railroads) companies. (Laws of 
Wisconsin, 1899, Ch. 111, 112, 113, 114.) 


In 1901, the duties of the Tax Commissioner were 
enlarged so that he had general supervision over the 
tax system throughout the state, etc. He was directed 
to report to the Governor at least thirty days before 
the meeting of the Legislature, showing the taxable 
property in the state and the value thereof, along 
with recommendations for improvement of the system 
of taxation. (Laws of Wisconsin, 1901, Ch. 220.) 


Chapter 237 of the Laws of 1901 constituted the 
Commissioner of Taxation with Ist Assistant Com- 
missioner and 2nd Assistant Commissioner as the 
State Board of Assessment, with duties of determin- 
ing and assessing the relative value of all property 
subject to taxation in each county, etc. Section 6 of 
this chapter repealed the statute creating the former 
State Board of Assessment. 


In 1903, the duty of assessing all the railroad prop- 
erty in Wisconsin was imposed on the State Board 
of Assessment. (Laws of Wisconsin, 1903, Ch. 315.) 


Chapter 493 of the Laws of 1905 extended the duties 
of the State Board of Assessment to the assessment 
and levying of taxes on street railway companies and 
electric light, heat and power companies operated in 
connection therewith. 


Chapter 494 of the Laws of 1905 extended the duties 
of the board to the assessment and levying of taxes 
on telegraph companies. 


Reports: 
Biennial Reports of the Wisconsin State Tax Commission 


Period Date Place & Date No. of 
Covered Submitted of Publication Report Paging 


1900 Dec. 31, 1900 Madison, 1900 ist Biennial 171+(3) p. 


1900-01 Apr. 15, 1901 = 1901 2nd Edition 185 p. 
(of ist 
Bien.) 

1901-03 Dec, 10, 1902 = 1903 2d Biennial 377 p. 


1905 No report 
published 
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Tax Commission 


In 1905, a state board was created to be known as 
the “Tax Commission” for the purpose of succeeding 
and taking the place of the present Commissioner and 
Assistant Commissioner of Taxation and the present 
State Boards of Assessment. Its duties were to exer- 
cise general supervision over the tax laws of the state, 
etc., and it was required to transmit its report to the 
Governor and to each member of the Legislature 
thirty days before the meeting of the Legislature 
showing all taxable property in the state and the value 
thereof, with recommendations of improvement in the 
system of taxation. The Tax Commission was 
directed to perform all the duties and to have all the 
powers of the Commissioner of Taxation and the As- 
sistant Tax Commissioner and also their powers when 
they function as a State Board of Assessment. (Laws 
of 1905, Ch. 380, p. 610.) 


In 1911, the Tax Commission was directed to inves- 
tigate the administration of the inheritance tax laws 
and to report biennially to the Legislature the general 
result of its labors and investigations in inheritance 
tax matters. (Laws of Wisconsin, 1911, Ch. 450, 
p. 524.) 

Chapter 658 of these laws directed the State Tax 
Commission to submit in its biennial report the 
amount of the income tax collected for each county 
and to designate the general classes of property from 
which the incomes were received, the cost of state and 
county administration of the income tax law and all 
facts required to give a definite understanding of the 
operations of the law. 


Reports of the Wisconsin State Tax Commission 
to the 
Governor and Legislature 










































Period Date Place & Date No. of 
Covered Submitted of Publication Report Paging 
1903-06 Feb. 1, 1907 Madison, 1907 3d Bien. viii+423 p. 
1907-08 Nov. 10, 1908 si 1909 4th Bien. vii+-179 p. 
1909-10 Nov. 16, 1910 — 1911 5th Bien. viii+238 p. 
1911 Apr. 15, 1911 si 1911 Special 219 p. 
1911-12 Dec. 3, 1912 iy 1912 6th Bien. vii+167 p. 
1913-14 Dec, 3, 1914 “ 1914 7th Bien. iv+189 p. 
1915-16 Dec. 4, 1916 a 1916 8th Bien. ix-+-283 p. 
1917-18 Nov. 1, 1918 on 1918 9th Bien, 83 p. 
1919-20 Dec. 1, 1920 = 1920 10th Bien. 60 p. 
(Prelim. 
Edition) 
1919-20 Dec. 15, 1920 ” 1920 10th Bien. 215 p. 
(Incorporates preliminary edition) 
1919-22 Dee. 1, 1922 ~ 1922 Prelim 11th 22 p. 
1921-24 Dec. 15, 1924 - 1924 12th 207 p. 
1925-28 Dec. 31, 1928 bi 1928 271 p. 
1929-30 Oct. 15, 1930 “ie 1930 251 p. 
1931-32 Oct. 15, 1932 ” 1932 256 p. 
1933-34 July 1, 1935 6: 1934 204 p. 
1935-36 July 1, 1937 4 1936 iv+225 p. 
1937-38 mimeographed, Bien. 1ii+52+ 
1938 (29) p. 
Title changed to: DEPARTMENT OF TAXATION 
1939-40 Jan. 15,1941 (Madison, 1940) Bien. 79 p. 

























































Tax to accrue 








Federal Surtax: 
Basis for accrual (same as Normal tax 
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Illustrative Procedure to Calculate Accrued Taxes 


4,560.00 ° 
(The 24% alternative tax is quickly disposed of here because it would result in a $6,240 tax in this first tentative calculation.) 
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(FIGURE 1) 
First Second Third Fourth Fifth Sixth _ 
Tentative Tentative Tentative Tentative Tentative Final 
Calculation Calculation Calculation Calculation Calculation Calculation 
Federal Declared Value Excess Profits Tax: a 
Amount subject to accrual (before taxes). . $11,150.00 $11,150.00 $11,150.00 $11,150.00 $11,150.00 $11,150.00 
Less: Pennsylvania tax preceding calcula- 
OS Semtat 2 OE a aie, ae Oe 9 Ai he a None (1,214.86) £* (1,294.34) (1,299.54) (1,299.88) (1,299.90) 
a 11,150.00 9,935.14 9,855.66 9,850.46 9,850.12 9,850.10 
Tax on first $10,000 at 6.6%............. 660.00 655.72 650.47 650.13 650.11 650.11 
Tax on balance at 19.2%. .......... 02. ces 151.80 


RRL CT Tee eee 811.80a 655.72 650.47 650.13 650.11 650.11 
Federal Excess Profits Tax: 
Amount subject to accrual (before taxes).. 5,150.00 5,150.00 5,150.00 5,150.00 5,150.00 5,150.00 
Less: Pennsylvania tax from preceding 
I ie i alee c eke eis None (1,214.86) (1,294.34) (1,299.54) (1,299.88) (1,299.90) 
Declared value Excess Profits Tax 
from above calculation.......... (811.80)a’* (655.72) (650.47) (650.13) (650.11) (650.11) 
Basis for accrual (also Adjusted Excess 
Profits Net Income)................. 4,338.20b 3,279.42 3,205.19 3,200.33 3,200.01 3,199.99 
eh oi iis sai ie elibees 3,904.28 2,951.48 2,884.67 2,880.30 2,880.01 2,879.99 
Less: Credit for Debt Retirement (lim- 
ited to 10% of tax).......... 390.43 295.15 288.47 288.03 288.00 288.00 
Tax to accrue (note discussion 
DEE s.rcaded oe eewneuoasews 3,513.85 2,656.33 2,596.20 2,592.27 2,592.01 2,591.99 
Federal Normal Tax: 
Amount subject to accrual (before taxes).. 31,150.00 31,150.00 31,150.00 31,150.00 31,150.00 31,150.00 
Less: Pennsylvania tax from preceding cal- 
RI oo he ie a ee a None (1,214.86) (1,294.34) (1,299.54) (1,299.88) (1,299.90) 
Declared value Excess Profits Tax 
from above calculation........... (811.80)a* (655.72) (650.47) (650.13) (650.11) (650.11) 
Adjusted Excess Profits Net Income 
from above calculation........... (4,338.20)b* (3,279.42) (3,205.19) (3,200.33) (3,200.01) (3,199.99) 
as gx kk i ns nee deti 26,000.00 26,000.00 26,000.00 26,000.00 26,000.00 26,000.00 
Tax on Geet SIS GOOG... 00. cc ccccevccs 4,250.00 4,250.00 4,250.00 4,250.00 4,250.00 4,250.00 
Tax om Galemes at JID... . 2 ose sees 310.00 310.00 310.00 310.00 310.00 310.00 


4,560.00 


se ap Ae a ae ol eA BEN 26,000.00 26,000.00 26,000.00 26,000.00 26,000.00 26,000.00 
Tax on first $25, arene 2,500.00 2,500.00 2,500.00 2,500.00 2,500.00 2,500.00 
"EGS Os DATONCE, BE ZO TO: «6 ook oeececcee 220.00 220.00 220.00 220.00 220.00 220.00 





I ia aid aie id 2,720.00e 2,720.00 2,720.00 2,720.00 2,720.00 2,720.00 
Pennsylvania Corporate Net Income Tax: 

Amount subject to accrual (before taxes).. 31,000.00 31,000.00 31,000.00 31,000.00 31,000.00 31,000.00 
Less: Declared Value Excess Profits Tax 

from above calculations.......... (811.80)a’* (655.72) (650.47) (650.13) (650.11) (650.11) 
Adjusted Excess Profits Net Income 
from above calculations (note dis- 

cussion in text)................. (4,338.20)b* (3,279.42) (3,205.19) (3,200.33) (3,200.01) (3,199.99) 

Normal Tax from above calculation. (4,560.00)d* (4,560.00) (4,560.00) (4,560.00) (4,560.00) (4,560.00) 

Surtax from above calculation. ..... (2,720.00)e* (2,720.00) (2,720.00) (2,720.00) _@ 720. 720.00) (2,720. 00) 

ae See ees 8 kw ks kd eo ees 18,570.00 19,784.86 19,864.34 19,869.54 “19, 869.88 88 19,869. 90 














4,560.00 














(If only a portion of the income is taxable i in Pennsylvania, adjust the basis in the preceding line for gains from sales of capit: il 


assets and apply the Pennsylvania percentage to get the correct basis for accrual. The assumption here is that this is a 
100% Pennsylvania corporation.) 


Tax to accrue, at 7/107 of above basis, or : 
decimal equivalent .0654206 1,214.86f 1,294.34 1,299.54 1,299.90 
Note that the Pennsylvania tax in both fifth and sixth calculations are the same. Hence it is obvious that if a seventh 
calculation were to be made, carrying the Pennsylvania taxes as calculated in the sixth calculation into the seventh calculation, 
that the seventh calculation would be exactly the same as the sixth. 
It is interesting to note that, for really practical purposes, calculation would not need to extend beyond the third calculation. 
The differences which later calculations will eliminate will no doubt be viewed as inconsequential. It may be interesting to note, 


too, that only the first tentative calculation is necessary for Federal normal and surtaxes, since all later calculations will result 
in the same tax 


1,299.88 1,299.90 
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Interdependent Taxes 
(Continued from page 91) 

Next, work out the table shown in 
Figure 1 (page 104). In principle, 
_ the procedure is to work out a series 
) of tentative calculations, using, in 
each tentative calculation, the latest 
information available from previous 
) calculations, carrying the process to 
an infinity. 

; The first step is a tentative calcula- 
tion of accrual of each tax, starting 
) with the amount subject to accrual in 
each case as determined above and 
starting with the declared value excess 
1) profits tax, applying actual rates, in 
' case of all Federal taxes. In this first 
) tentative calculation all Federal ac- 
) cruals are calculated in their correct 
relation to each other (for example, 
i the declared value excess profits tax is 
deductible in computing the normal, 
surtax, and excess profits tax) without 
) regard to the Pennsylvania tax. Next 
)) calculate the Pennsylvania tax, using 

all Federal accruals as deductions first. 
l) The Pennsylvania rate of accrual is 
not the actual 7% rate, but 7/107 or 
: its decimal equivalent, .0654206, be- 
cause the Pennsylvania tax is de- 
) ductible from the base on which the 
: 7% tax is calculated. This is illus- 
) trated in the first tentative calcula- 

tion in Figure 1. The illustration is 

keyed to show the figures carried for- 
) ward in the work, that is, “a” to “a1.” 
After the first tentative calcula- 
tion, a second tentative calculation is 


Wilbert 
ne + 
Wehn 
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Figure 2 
Federal Normal Tax 


Net Income, as originally shown in assumption of facts. $32,000.00 
Less: Accrual of Pennsylvania tax, which is includ- 
eee PR IS Ci ges ag seco een aeakitensen 1,299.90 


Line 31 Net Income for Declared Value Excess Profits Tax. . $30,700.10 
-. Less: Declared Value Excess Profits Tax, as accrued 650.11 








35 and 37. Net Income and Adjusted Net Income......... $30,049.99 

38 Less: Adjusted Excess Profits Net Income 
(Note below under Excess Profits Tax, 
Mca 2a, Peseta PA oes ese aa. Seas wre cies $ 3,199.99 

“« 39 Dividends Received Credit ............0...6.4% 850.00 4,049.99 





“ 40 Normal-tax Net tnconte:.......... ..40.666..s0nceeen . $26,000.00 
Tax on Hest GER... .. «6. 0s. ... $ 4,250.00 
Tax on balance ($1,000) at 31%.... 







14, p2 Actual tax, as accrued 


Federal Surtax 
Line 17, p2 Net Income (line 35 above) .............. al sietes at DOOD 
“ 18, p2 Less: Income subject to Excess Profits .. $ 3,199.99 










4,049.99 








‘’ ¥9) 92 Dividends Received Credit... .........66. 850.00 
“2h. pe SUGGS INGE MCI ooo seine sibs dios ns eel Sas $26,000.00 
“ 22. pe Tax on first $25,000 at 10%.......... $2,500.00 
“ @pe Tax on balance ($1,000) at 22%...... 220.00 











* 24 pe Actual tax, as accrtied............ $ 2,720.00 


Declared Value Excess Porfits Tax 
Line 1,p2 Net Income for Declared Value Excess Profits Tax 














calculation (line 31, above)... ........ 5. 6dscscens. $30,700.10 
“ 3, p2 Less: 10% of declared value of capital stock $20,000.00 
“ 4 p2 Dividends Received Credit........ 850.00 20,850.00 


5, p2 Amount of net income subject to tax...... $ 9,850.10 

“ —6,p2 Actual tax at 6.6% as accrued .......... 650.11 

Excess Profits Tax 
(Line numbers refer to Form 1121 for 1941) 

Line 1 Normal-tax net income (before deduction for adjusted 

excess profits net income (line 40, less 38, Form 
TIZO ADOVE)) g.n.6 oie dscn. ESOT aa Pe Ae rey $29,199.99 
Less: Additional 15% dividends received credit...... 150.00 







“10 Excess Profits Net Income ........ 2p vibbptibnde $rices Sighs See 
21 Less: Specific exemption ........... .... 500000 
“ 22 Excess Profits Credit.............. 20,850.00 25,850.00 














“i 2A Adjusted Excess Profits Net Income $ 3,199.99 
New Wr oS car SE Os ahaa .. $ 2,879.99 

Less: Credit for Debt Retirement (lim- 

sted to 10% of tax). ...... 0.0.5... 288.00 










Ee Ce ee $ 2,591.99 


Pennsylvania Corporate Net Income Tax 


Actual tax, as accrued 









Item 1 Adjusted net income (line 37 minus line 38, 
WCGGIAl TOCMENY 2c 5k ee esidc bce Re des $26,850.00 
a Less: Dividends received ............... $ 1,000.00 
~~ 2 Federal Normal-tax ...... sy ats I 4,560.00 
sae Federal Surtax ....... iwieagee tf BORe 


(Note that adjusted excess profits net im- 
come and declared value excess profits 
tax are already deducted in “adjusted net 
RE NE NS ROR BAe rete 4 ole a 8,280.00 







Amount subject to tax .............. $18,570.00 
Actual tax, at 7% actual rate, as 
Eg eee te a eevee fF. 
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THE TAX COURT OF THE UNITED STATES 


Top row standing; Kern, Disney, Hill, Harrow and Opper. 
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Harris & Ewing 


Middle row standing; Arnold, Turner, Black, Leech, Mellott and Tyson. 
Bottom row seated; Van Fossan, Smith, Arundell, Sternhagen and Murdock. 


Board of Tax Appeals is now the “Tax Court.” 
The members and chairman of the Board will be 
designated as judges and presiding judge of the “Tax 
Court” and their immunities, tenure of office, rights, 


made in the same manner, except that the Pennsyl- 
vania tax, as calculated in the first tentative calcula- 
tion, is used as a deduction from each Federal tax 
base. After the second tentative tax is calculated, 
succeeding tentative calculations are made, in each 
case, using as a deduction the Pennsylvania tax ac- 
crued in the preceding calculation. The last tenta- 
tive calculation will be recognized by the fact that the 
calculation for each tax agrees exactly with the pre- 
ceding tentative calculation. 

Having completed Figure 1, we are now ready to 
prove the accuracy of these accruals by working out 
the actual tax on the 1942 tax return, keying the 
items to line numbers of the 1942 return, as follows: 

An interesting point arises in connection with the 


and privileges will be the same as provided in the law 
for members of the Board. The jurisdiction, powers, 
and duties of the “Tax Court” will be unchanged 
from those of the Board. 


Federal change to allow the adjusted excess profits 
net income as a deduction instead of the excess profits 
tax. Pennsylvania is committed to taxing the income 
ascertained by the Federal Government. Will it, also, 
continue to allow this substitution? Could a deduc- 
tion be taken from Pennsylvania income for the ex- 
cess profits tax in addition to the adjusted excess 
profits net income credit, under the provisions of the 
Pennsylvania act which allow as deductions all taxes 
paid or accrued to the Federal Government? No doubt 
this will receive attention of the next Pennsylvania 
legislature. This illustration is based on Pennsyl- 
vania allowing the substitution and disallowing the 
excess profits tax. Different action by the Pennsyl- 
vania legislature may render this formula erroneous. 
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Pay-As-You-Go or Pay-After-It-Is-Gone 
(Continued from page 88) 


excess-profits tax, to declare, (when withholding 
agents pay Victory taxes withheld), the basis on 
which their Withholding Tax can be determined for 
the previous three months. It may be provided that 
if the declared income for the full year is less than a 
certain percentage, say 75 per cent, of the true income 
for the year, some modest penalty, based upon the 
under-declaration could be added to the tax. This 
would place all taxpayers, for the full year whether 
they have fixed or fluctuating incomes, on an equal 
basis and would place all taxpayers, as a practical 
matter, on a pay-as-you-go basis. 

Upon inauguration of this system of tax payments, 
the rates could be increased or decreased without dis- 
turbing the process of placing and keeping taxpayers 
on a pay-as-you-go basis. Of course, any increase 
or decrease in the personal income tax rates would re- 
quire a corresponding increase or decrease in the 
Withholding Tax rate. 


Thus there would be one tax system—the present 
system of determining the amount of the liability 
for all taxpayers—individuals, partnerships, trusts 
and estates, corporations and others. 

Under the Rum] Plan, income tax payments are to 
be applied in discharge of income tax liability for the 
year in which the payments are made. Since the actual 
income for the year will not be ascertained until the 
end of the year, the tax payments made during the 
year are estimates, determined by the amount of in- 
come received in the preceding year. The following 
March an adjustment must be made. If the estimate 
was too low—that is, if the actual income in the year 
of payment was higher than the income of the pre- 
ceding year—an additional tax payment must be made 
and, in addition, the estimated income tax on the fol- 
lowing year’s income must be paid. If the estimate 
was too high—that is, if the actual income for the 
year of payment was lower than that of the preceding 
year—a credit is allowed against the estimated tax to 
be paid in the following year on that year’s income; 
or, if the credit exceeds such estimated tax, a refund 
of the excess would be made. 





This method of making estimated tax payments dur- 
ing the year and an adjustment in March of the fol- 
lowing year is continued from year to year. The 
transition from the present system to the Rum! Plan 
would be made by cancelling the income tax liability 
for a chosen year, say 1941; and would provide that 
payments made in 1942 are to be applied against the 
tax liability on 1942 income. 


It is suggested that the Ruml Plan, as such, does 
not ease the burden of payment since it merely trans- 
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fers the application of the tax payments from one year 
to another. The burden of payment still remains. 
This is illustrated by the charts 1 and 2. If we assume 
that the war should end in 1945 and that the taxpayer 
should suffer a substantial reduction in his income in 
1946, he, nevertheless, is required to pay an income tax 
under all three systems even though it is a low-income 
year. Moreover, in such case, under the Rum! Plan 
the payments required are substantially higher than 
under either the present system or the Withholding 
Tax system. If it be said that the adjustments, under 
the Rum] Plan, will not be so substantial, but rela- 
tively minor, then there would be no need for the Ruml 
Plan since such a result would follow a relatively 
stable and regular income with minor or no fluctuations. 

The vital objection ? to the Ruml Plan is that the 
basis upon which the payments are made is vague and 
fluid. Although under the present tax system, tax 
payments in the current year are based upon income 
of the preceding year, nevertheless the basis upon 
which the obligation is computed is definite. It is, 
therefore, suggested that the sounder plan would be 
to attach a Withholding Tax to the present system 
rather than to change the system by the Ruml Plan, 
whether with or without a withholding tax. 

The chief objection raised to the Withholding Tax, 
as a supplement to the present income tax system, is 
that it would involve “some double taxation.” 

The proponents of the Ruml Plan assume that 
“some double taxation” is an evil. But it does not 
take much effort to recall the recent drastic annual in- 
creases in income tax liability. In fact there is still talk 
of higher income tax rates and new kinds of taxes to be 
imposed next year. Yet, in each of these past years, if 
conversion to a “pay-as-you-go” basis, by the adop- 
tion of a Withholding Tax, would have been sug- 
gested, it could have been said, with equal truth, that 
there would have been “some double taxation.” Even 





2 There are also technical objections to the Rum! Plan from the 
point of view of the Government. Mr. Ruml admits that the Govern- 
ment eventually loses the tax for one year—the year skipped. But 
he says that this loss will not occur at one time but as each taxpayer 
dies and, therefore, will be spread over the lives of the present 
generation of taxpayers. 

It is suggested that this loss may be incurred before the death 
of the taxpayer and might seriously affect Government finances. 

Suppose a person earned $50,000.00 in 1941 and $50,000.00 in 1942. 
This person, being prudent, reserved in 1941 $20,000.00 to pay his 
tax in 1942 on his 1941 income. And in 1942 he reserved $25,000.00 
to pay his tax in 1943 on his 1942 income. Under the Rum! Plan, his 
payment of $20,000.00 in 1942 would be credited to his liability on 
1942 income. On January 1, 1943 he decides to take a vacation for 
a year. He then can take the vacation, after reserving $5,000.00 for 
the adjustment to be made in March, 1943, and have the Government 
pay for his vacation to the extent of $20,000.00. Or if he should so 
decide, he could take this vacation, at the Government’s expense, at 
a later time. 

Another case suggests itself. It is possible for an unpatriotic 
person, who has a very large income for the year 1942, to take up 
residence, on January 1, 1943, in a foreign country and renounce 
his American citizenship—or, for an ungrateful resident-alien, also 
with a large income for the year 1942, to leave the country on 
January 1, 1943—and thereby deprive the Government of a full 
year’s income tax. 
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so, the rates were so increased between 1940 and 1942 
that, for the great mass of the old taxpayers, the tax 
due for the year 1942 is from 4 to 6 times the amount 
of tax imposed in 1940. Furthermore, as demon- 
strated by the charts, under the Ruml Plan, where 
there are fluctuating or changing incomes, taxpayers 
are required, many times during their lives, to pay, 
in a single year, more than one income tax. This, too, 
is “some double taxation.” 

It would seem better, however, to have “some double 
taxation” during only the transition period and, there- 
after, taxpayers never be required to pay more than 
one full years tax in any one year. But as suggested 
above, there need be no double taxation, even during the 
transition period if, in using the Victory Tax, the 
increase is taken out of the existing income tax. 
Although high-income taxpayers would receive a 
larger dollar credit than low-income taxpayers, never- 
theless, the principle of ability to pay is not violated. 
If graduated rates are justifiable in imposing the tax, 
they are, by the same token justifiable in the unwind- 
ing process involved in placing taxpayers on a “pay- 
as-you-go basis.” 

The problem, then, is how to make it as easy as 
possible for taxpayers to discharge these obligations. 
If there is to be a change in the tax system, the prob- 
lem should be considered from the long view. It 
would seem that the sounder method of placing and 
keeping taxpayers on a “pay-as-you-go” basis is by 
a Withholding Tax operating in conjunction with the 
present income tax system, which imposes a definite, 
and not a variable, tax liability. This would require 
the payment, out of current income, either of the 
whole, or a part, of the tax on that income while it is 
being earned and a final settlement, in the following 
year, by payment of the balance only. In other words, 
taxpayers would postpone payment of only a portion 
of the tax until after the income, on which it is levied, 
is earned. This can be accomplished by converting 
the Victory Tax into a Withholding Tax and allocat- 
ing part of the present income tax to the Victory Tax 
(Withholding Tax), thereby using existing tax ma- 
chinery for the operation of the Withholding Tax. 

On the other hand, the Ruml Plan would add a 
third requirement—the payment of an estimated tax. 
That is, there would be (1) a Withholding Tax 
(although Mr. Ruml claims his plan is sound with- 
out a Withholding Tax); (2) an estimated tax (pre- 
sumably after taking credit for the Withholding Tax) ; 
and (3) an adjustment in the following year. It is 
the substitution of the estimated tax for the present 
definite tax which makes the Ruml Plan objectionable. 
If the income of the taxpayer is the same from year 
to year the estimated tax provision requires the tax- 
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payer to furnish useless information on the return. 
If the income of the taxpayer fluctuates from year to 
year and if the Withholding Tax should not equal the 
estimated tax, as it probably will not in many, if not 
most, cases, then the taxpayer would be required to 
make a payment on account of the estimated tax with 
the result that “some double taxation” would be pro- 
duced in many cases and at various times throughout 
the lifetime of the taxpayer. The necessity for paying 
an estimated tax would also complicate further the 
preparation of income tax returns and increase the 
administrative work of the Treasury Department. 
Mr. Ruml admits the hardship on taxpayers produced 
by the estimated tax and, therefore, has suggested 
some relief provisions requiring applications by the 
taxpayer to obtain the relief. But these provisions 
only serve to complicate the matter still further. 
Were the estimated tax to be eliminated then there 
would be nothing left of the Ruml Plan unless the 
Treasury Department is prepared to forego part of its 
revenue collections during the initial year in which 
the plan would operate and unless the Congress is 


willing to impose a tax system more burdensome than 
the present. 


All this, however, is unnecessary since there is 
another and better method of placing and keeping tax- 
payers on a “pay-as-you-go” basis. The present sys- 
tem requires the determination of the amount of the 
lability after the income is earned. If to this system 
is added a Withholding Tax and the initial withhold- 
ing comes out of present tax collections, taxpayers 
would be permitted to discharge their tax liabilities 
in installments, most of them being payable while the 
income is being earned and out of the income on which 
the taxes are levied. 

To accomplish this result the Congress should 

1. adjust the Victory Tax rate in accordance with 
the suggestions made above and provide that the full 
amount of the Victory Tax withheld in 1943 is to be 
credited on account of the tax due on 1943 income. 

2. provide that certain portions of the adjusted 
Victory Tax withheld in 1943 may be taken as a deduc- 
tion from payments made in 1943 for taxes levied on 
1942 income. Such credit would be determined by the 
amount previously withheld. 

3. all further increases or decreases in the personal 
income tax rates are to be made with a correspond- 


ing increase or decrease in the Victory or Withholding 
Tax rate. 


4. provide that in the event a taxpayer dies or 
retires prior to January 1, 1944 no refund of tax with- 
held is to be made. 
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Inflation and Low Income Groups 
(Continued from page 76) 

groups would have left about $62 billion.2* In some 
sources, it is said that the nation’s 1942 savings were as 
much as $8 billion dollars higher than the figures upon 
which Professor Hart’s estimates are based.” If so, 
the incomes, especially of the higher income groups, 
after taxes and savings, would decrease and so would 
the inflationary gap.”® Be that as it may, one fact 
stands out above all—the mass purchasing power, 
like the mass income, is not in the hands of the masses 
of the people, but in the hands of the minority of the 
people with incomes above $2,000. 


Nature of Expenditures of High and Low 
Income Groups 


Up to now we’ve been looking at the quantity of 
incomes and the amounts of purchasing power. We've 
assumed that a dollar in the little black change purse 
of the wife of a $35 a week clerk will exert the same 
inflationary pressure as a dollar in the Saks Fifth 
Avenue alligator bag of the wife of a $10,000 a year 
corporate executive. But that’s not true. We must 
now examine the quality of the purchases of low and 
high income groups to weigh their inflationary effects. 


For 1941, studies of the U. S. Bureau of Labor 
Statistics show that the low income groups, those 
under $2,000, spent more than a third of their incomes 
for food, whereas the higher income groups spent only 
a fifth of their incomes for food.27 The low income 
groups spent over a fourth of their incomes for hous- 
ing, gas and electricity and household operation, whereas 
the higher income groups spent less than one fifth of 
their incomes, on such items.”® Food, housing and 
household operation, in other words, take almost two- 
thirds of the income of the low income groups, 
transportation, the doctor, the dentist, recreation and 
so on.?® On the other hand, less than half the in- 
comes of the higher income groups is spent for food, 
housing and household operation.*° 


It should be pointed out that Professor Hart believes that the 
actual 1942 savings will exceed the ‘‘normal’’ savings figures used 
by him. See note 34, infra. Nevertheless, because more recent 
estimates indicate higher figures for the national income and for 
the inflationary gap than those used by Professor Hart, it was felt 
that a workable figure for aggregate purchasing power remaining 
after taxes and savings would be obtained by using Professor 
Hart's estimates of normal savings. See note 34, infra. 

*4 See note 23, supra. 

* See C. I. O. Economic Outlook, September, 1942, which estimates 
the national consumers savings at $21 billion, whereas Professor 
Hart's estimate assumes a normal saving of $13 billion. See note 
34+, infra. 

**It should be emphasized that the estimates of the amounts of 
purchasing power in the hands of high and low income group; are 
necessarily crude and speculative, because of the lack of available 
data. Nevertheless, it is believed that the basic conclusion is sound, 
namely, that the income groups above $2,000 a year have the bu'k 
of the purchasing power. Compare, Nathan and Fried, note 22, 
supra, 

See Estimates of Expenditures of American Consumers, 1941 
and 1st Quarter of 1942, footnote 23, supra. 

*8 See note 27, supra. 
*® See note 27, supra. 
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It happens that there appears to be no overall short- 
age of food—for which the low income groups spend 
one-third of their incomes. True, sugar and coffee 
have been rationed, meat, canned fruit juices and vege- 
tables are on the ration list, fats may soon be added; 
we're short of bananas and doubtless other food 
shortages will occur. But unless we badly fumble 
the farm labor problem, we are not likely to face any 
general shortage of the foods required to provide us 
with a healthful and well balanced diet.*t We may 
eat more fish, but it looks as if we'll have plenty of 
food. 

As for rent, which with household operation, takes 
another fourth of low incomes, there is certainly no 
point in trying to cut down on the amount of money 
available to low income groups to pay rent. Not with 
rents as they now stand. Indeed, our great problem is 
somehow to enable workers to pay the rents being 
charged, especially in war production areas, and to 
keep rents in line through rent control. 

Now, consider what the higher income groups buy 
with the spendable income they have left after paying 
for food, rent, clothing and other basic necessities. 
They are the groups which have always consumed the 
automobiles, the washing machines, the refrigerators, 
the radios, the household furnishings and the other 
consumers durable goods, as to which our greatest 
shortages exist. For example, it has been estimated 
that, in pre-rationing days, families with incomes un- 
der $1,840 bought only 4% of the cars and 6% of the 
household goods sold.*?, Persons with incomes in excess 
of $2,000 accounted for probably 90 to 95% of con- 
sumers durable goods.** 

These incomes, which used to be spent for cars, 
radios, washing machines and other metal arid rubber 
consuming goods, constitute our greatest inflationary 
menace. They’re pressing for new outlets of expendi- 
ture. A recent study has estimated that the 1942 gap 
between spending power normally used for consumers 
durable goods and such goods available for sale is $8 
billion.** Where is that $8 billion dollars, which is 





3° See note 27, supra. 

31 See statements of Secretary of Agriculture Wickard, Hearings 
Before the Senate Committee on Banking and Currency, on S. J. 
Res. 161, ‘‘A Joint Resolution to Aid Stabilizing the Cost of Living’’, 
77th Cong., 2nd Sess.. pp. 59 et seq., and of War Production Board 
Chairman Nelson, N. Y. Times, Oct. 3, 1942. 

See Hetzel, Hearings Before House Committee on Banking and 
Currency, note 1, supra, p. 1641, whose estimates are based on 
Consumer Incomes in the United States: Their Distribution in 
1935-1936. (National Resources Committee.) 

%3 See note 32, supra. 

% See Hart, note 22, supra. This figure is based on an assumed 
inflationary gap of $13 billion for 1942, before allowing for the 
effects of increased 1942 taxes, based on the House bill, and install- 
ment credit restrictions. Professor Hart estimates the $13 billion 
gap for 1942 will be reduced to $8 billion in view of these measures. 
In view of the O. P. A. estimate of a $17 billion gap for 1942, the 
changes in the House tax bill and the delay in its enactment, for 
purposes of the estimates made in the text, Professor Hart’s $13 
billion unadjusted gap figure has been used. The latest official 
estimate of the inflationary for 1942 is contained in a graph issued 
by the O. E. M., which shows a gap of $10 billion. See N. Y. 
Times, Jan. 3, 1943, p. 30-A, 
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lying idle, seeking a market? In the little black purses 
of the income groups under $2,000? Hardly—probably 
$714 to $7¥% billion is in the alligator bags with in- 
comes in excess of $2,000. 

The study which I mentioned above assumed an 
inflationary gap of $13 billion for 1942.55 If we use 
O. P. A. and other estimates of $17 to $20 billion as 
the inflationary gap, it would appear that $814-$10 
billion of the gap is attributable to consumers durable 
goods, nearly all of which would be in the hands of 
the income classes above $2,000.** In short, when you 
analyze the goods whose supply is diminishing most 
rapidly, just as when you analyze the incomes, you 
find that it’s the idle purchasing power in the big 
alligator bags, not in the little black purses which is 
primarily responsible for the inflationary gap. 


Objections to Reducing Low Incomes as Means 
of Dealing with Shortages 

But it may be argued, the low income groups buy 
some goods as to which shortages exist. Their incomes 
exert some inflationary pressure. Taxation or wage 
ceilings, though concededly hard on low income groups, 
are needed to reduce that inflationary pressure. 

I think it is clear that some measures are needed to 
deal with such shortages. But not a reduction in 
low incomes through taxation, compulsory savings or 
wage ceilings. The trouble with such measures is that 
they are too crude, for they cut down on total incomes. 
They cut down on the low income recipient’s ability to 
buy the goods which are plentiful, as well as the goods 
which are scarce. The taxpayer may, for example, be 
prevented from buying milk for his children or from 
going to the beauty parlor, or he may have to cut down 
on the movies as result of his tax bill. Yet, we may 
have enough milk and beauty parlors and too many 
movie houses. To cut down willy-nilly on low in- 
comes because there are shortages in some goods 
bought by such income groups just doesn’t make 
sense. It would constitute a grave threat to the health 
and morale of the American people who are fighting 
this war in the factories, the shops and the homes. 

Measures designed to cut down all incomes, includ- 
ing low incomes, in order to relieve the pressure in the 
market place on scarce goods are also objectionable 
because they are highly undemocratic. They repre- 
sent a form of rationing of available supplies in which 


a well-filled pocketbook is the ration card. People 


% See note 34, supra. 

% For the fiscal year 1942-1943, Professor Hart estimates the infla- 
tionary gap unadjusted for the effects of reduction in installment 
credit, new taxes and additional savings at $23 billion. He attributes 
$11 billion in the gap to durable goods and $12 billion to non- 
durables. It thus appears that as the size of the gap increases, 
the ratio of durables to non-durables in the gap decreases. Thus, 
for 1942, with an assumed unadjusted gap of $13 billion, durables 
account for 62%, whereas for the fiscal year 1942-1943, with an 
assumed gap of $23 billion, durables account for 48%. <A gap of 
$17—$20 billion would presumably produce an intermediate per- 
centage for durables. Accordingly, the estimate made in the text 
attributes 50% of the gap to durable goods. 
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with comfortable and large incomes will still be able 
to buy whatever is in the shops despite sales taxes, 
gross income taxes, lowered exemptions and higher 
rates, but the low income groups will have to cut 
down on their needs. Such a policy does not fit in with 
the pattern of a democracy fighting a people’s war. 


Measures Needed to Curb Inflation 


How then shall we deal with inflation? The proper 
role of taxation in staving off inflation is to siphon off 
the incomes which present the greatest inflationary 
menace—principally through stiff income taxes on the 
brackets above $2,000 a year and through the reduction 
in such incomes by means of heavy corporate taxes. 
Not only will such taxes hit the mass purchasing 
power, but quite as important, they will not under- 
mine the health, efficiency or morale of the soldiers 
of production on the home front. 

Such taxation will, of course, by no means do the 
whole job. We need a whole “portfolio of measures” 
to safeguard our economy against runaway inflation.” 

We need the price control, rent control, salary and 
wage stabilization, credit control and bond purchases 
which are integral parts of the President’s seven point 
anti-inflation program. 

We need the full employment of all our productive 
resources—and that means small plants as well as 
large.*® 

We need the conversion of every available plant to 
the maximum production of the most vital war and 
civilian goods—without hindrance by personal con- 
siderations as to post-war positions or profits.*® 

We need to end the hoarding of inventories of 
precious metals and machines and to utilize these 
resources in the national interest.*° 

We need to stop the colossal waste of manpower 
resulting from discrimination against race, color, 
creed and nationality, from unemployment and from 
inadequate training. 

We need to curtail the use of men and machines in 
such fields as advertising, which now serve largely to 
promote inflation. 

We need all-out rationing of all goods and services 
where shortages exist or threaten, so as to distribute 
the burden of sacrifice with some measure of equality. 

Many of these measures are settled national policy, 
but few are being carried out effectively. The wage 
stabilization program has probably been carried out 
more completely and more effectively than any other 


37 Galbraith, The Selection and Timing of Inflation Controls, 23 
Review of Economic Statistics, 182 (1941). ; 

3% For the unhappy story of the delays and obstructions which 
were placed in the way of converting our peacetime plant to war 
production and the failure to utilize small plants, see Additional 
Report of Special Committee Investigating the National Defense 
Program (Truman Committee Report), pursuant to S.°Res. 71 (Jan. 
15, 1942), 77th Cong., 2nd Sess. Rep. No. 480, Part. 5. 

% See note 38, supra. 

* See note 38, supra. 
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plank in the President’s anti-inflation program, through 
the work of the National War Labor Board.*? 


If I am right in my conclusion as to the role of 
taxation in curbing inflation, Congress completely 
missed the mark in a big way by its emphasis in the 
Revenue Act of 1942 on low incomes. The crushing 
new burdens imposed on low income groups through the 
5% gross income tax on incomes in excess of $12 a 
weck, the lowered income tax exemptions and high 
basic rates cannot be justified under the guise of fight- 
ing inflation. What is required is additional heavy 
taxation on the groups above $2,000 through measures 
such as the Treasury’s proposed spendings tax, limited 
to the higher income groups.‘ 


There are other features of the national anti-infla- 
tion program which we have adopted but which we 
are not enforcing. Consider price control and ration- 
ing, two of our most important weapons in fighting 
inflation. Statutes, regulations and orders have been 
duly adopted and promulgated in Washington. But 
what has happened in the market place? A black mar- 
ket in tires and gasoline has developed. Violations 
and evasions of O. P. A.’s general price order are rife. 
Indeed, as now set up, I do not believe price control and 
rationing can be adequately enforced. The job is too 
vast, the problems too complicated and the possibilities 
of avoidance and evasion too numerous for any Amer- 
ican governmental agency to enforce. 

The job of enforcement can be done effectively in 
one way and one way only—by going to the people for 
help. For example, suppose the O. P. A. were to en- 
courage the formation, of tenants’ unions in every 
building or in every neighborhood. What chance would 
the landlord have to get away with rent rises above 
ceilings, or to cut down on painting or repairs or serv- 
ices, with an active tenants’ union on the job? And 
suppose the O. P. A. were to help organize consumers 
into price brigades, with the help of labor unions and 
consumers organizations? With every consumer a 
price warden, with a price brigade ready to enforce 
consumers’ rights through complaints, suits for dam- 
ages under the Price Control Act, picketing and boy- 
cotts of violators—with such measures we would get 
somewhere in price control. And through educational 
campaigns conducted by thousands of consumers groups, 
we would even be able to deal with the most serious 
price problem of all “indirect inflation” through the 
deterioration in the quality of goods. 


"The policy of the National War Labor Board is embodied in 
its decision and opinion in the ‘‘Little Steel’’ case. Case Nos. 30, 
31, 34 and 35, July 16, 1942. See, also, the President’s order 
creating the Economic Stabilization Board, note 10, supra, and 
statement of National War Labor Board Chairman, William H. 
Davis, before Senate Committee on Banking and Currency, Hear- 
ings on 8, J. Res, 161 ‘‘A Joint Resolution To Aid In Stabilizing 
The Cost of’ Living’’, 77th Cong., 2nd Sess., pp. 86 et seq. 

“For a discussion of the spendings tax, see Haensel, note 13, 
supra, 


INFLATION AND LOW INCOME GROUPS 
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This is a people’s war. Inflation is the people’s bat- 
tle. It will never be won unless the people are called 
upon to see to it that the battle is won in the shops and 
in the stores. 


A Regulated Economy 


There is a profound struggle going on in this country 
in connection with the drive against inflation. The 
combatants are divided into two camps. On one side 
are those who lay primary emphasis on cutting down 
the purchasing power of low income groups. On the 
other, are those who advocate effective price and rent 
control, all-out rationing and heavy taxes on middle 
and high income groups. 

This struggle between the two basic methods of 
fighting inflation goes deeper than deciding who is to 
bear the brunt of sacrifice for war. All-out rationing 
and price control mean a widely regulated economic 
system, not controlled by price bidding or monopolies, 
but by government. Under all-out rationing and price 
control, the producer will create the goods needed by 
the nation, with materials provided under government 
sanction, and the merchant will sell them, not the 
highest bidder, but at governmentally controlled prices 
through the democratic ration book.** 

The key to the vigorous opposition voiced in some 
quarters to effective all-out rationing and price control 
is, I suggest, a deep seated hostility to a controlled 
economy.** Perhaps a controlled war economy will 
work so well that we will carry over to our peacetime 
economy a large degree of governmental control of our 
economic life. The fear of a controlled economy, plus 
the desire to place the burden of paying for the war 
on the masses of the people, are important motivations 
behind the widespread demand for soaking the poor in 
the guise of staving off inflation. 


Cover Picture 


The picture on the cover of this issue is that 
of Honorable Walter Franklin George, Chair- 
man of the Senate Finance Committee and 
Senator from Georgia. 


Tax legislation will occupy a major portion of 
the Finance Committee’s time this session of 
Congress. 


In addition Senator George serves on the 
Senates’ Committees on Civil Service and 
Foreign Relations. 


Photo by Harris & Ewing 





43 See Jones, Implications of Federal Fiscal Policy, in FINANCING 
THE WAR, note 14, supra, at pp. 25 et seq. 
* Compare Jones, note 43, supra, 












































Relief From Excess Profits Tax Burdens— 
Section 722 














(Continued from page 70) 








(c) The circumstances of the taxpayer itself. 


If it can be shown that the industry of which the 
taxpayer is a member was out of line with general 
conditions, or if the taxpayer was out of line with 
either general conditions or industry conditions mate- 
rial progress toward relief has been made. 

Taking the index for 1936-1939 as 100, the 1936 
index was 96; 1937 was 115; 1938 was 87; and 1939 
was 102. 

The following is a New York Times weekly busi- 
ness index as published on January 3, 1943: 









































































MONTHLY 
AVERAGES 


In obtaining comparative data of general or indus- 
try wide conditions the following sources are recom- 
mended, among others: 














Trade publications in the given industry. 

Trade associations in the given industry. 

Conference with friendly competitors of the taxpayer. 

Conference with active practitioners in this field as to non- 
confidential statistical data. 

U. S. Tariff Commission Schedules—Washington, D. C. 

T. N. E. C. Studies—Washington, D. C. 

Simon Smith Kuznets—National Income and Composition, 
published by National Bureau of Economic Research, New York. 
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Wesley C. Mitchell—On Business Cycles—National Bureau of 
Economic Research. 

Elmer Clark Bratt—Business Cycles Forecasting. Published 
by Business Publications, Inc. 

John Maurice Clark—Strategic Factors in Business Cycles, 
Published by National Bureau of Economic Research. 

Statistical Abstract of U. S. Published by Department of 
Commerce. 

David F. Gordon—Business Forecasting. Prentice-Hall 

William George Sutcliffe—Statistics for Business Man. Pub- 
lished by Harper & Bros. 

Benjamin Franklin Young—Statistics as Applied in Business. 
Published by Ronald Press Co. 

R. Riegel—Elements of Business Statistics. 
Appleton & Co. 

Files of National Industrial Conference Board, Dun & 
Bradstreet. 

Statistics of Income, U. S. Treasury Department, Vol. 2, de- 
voted to corporations. 

New York Stock Exchange Magazine for December, 1942. 


Published by 


NEW YORK TIMES — 
WEEKLY BUSINESS INDEX 


Adjusted for Seasonal Variation 


ESTIMATED NORMAL =/00, 


Courtesy N. Y. Times 


Analysis of 487 corporations listed on New York Stock Ex- 
change by industries. 

Moody’s Manual. Each volume has a summary of earnings 
by industries. 

Federal Reserve Bulletin. 

Biennial Census of Manufacturers, issued by U. S. Depart- 
ment of Commerce, Bureau of Census. 

Markets Data, 1942 Division by Advertising Publications, Inc. 

Survey of Current Business, 1942 supplement, issued by U. 5. 
Department of Commerce, Bureau of Foreign and Domestic 
Commerce. 

Federal Reserve Monthly Review of Credit and Business 
Conditions. 
New York Times, of Sunday, January 3, 1943. 
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Apologies to Mr. Cole 


“Dear Editor: 

On page 16 of TAXES—The Tax Magazine in the January 1943 issue is 
a picture of a very fine gentleman. I would like to know whose picture is 
shown in connection with my article so that I could at least apologize to him 
for what he may consider to be inferior advertising.” —Signed, Dana F. Cole. 


“Dear Mr. Cole: 


The editor can appreciate your embarrassment in having been mistaken 
for another person; but it is even more embarrassing to him who makes the 
mistake, and the fact that it cannot be erased nor covered up by further 


explanations adds to that embarrassment. 


We mistakenly used the picture of Mr. Seth T. Cole, past president of 
the National Tax Association. Belatedly we reproduce your picture knowing 
that your friends enjoyed your excellent article, “Gifts of Future Interests,” 
none the less for the reproduction of another’s picture.” 

The Editor. 


\With reference to research into the affairs of the 
individual taxpayer generalization is more difficult. 
The best possible solution is to check and analyze all 
records and entries of the corporation having any pos- 
sible application under Section 722, not only from its 
inception but also the records of any predecessor 
corporation, partnership or individual proprietorship. 
Not only is examination of this material helpful in 
reference to Section 722 but almost inevitably, hind- 
sight being better than foresight, other elements of 
relief, such as discussed under subheading I of this 
article, are turned up. Errors are discovered and cor- 
rected, accounting practices, no matter how efficient 
in the first instance, are improved, corrections of re- 
serves, charges and other elements inevitably develop 
savings opportunities which as a general rule will 
cover the cost of the examination when effect of the 
tax deduction is kept in mind. 

An example of data requested of a taxpayer in mak- 
ing such an analysis, in addition to the regular books 
of account might include the following: 


1. All available income and excess-profits tax returns, both 
state and federal, as far back as available, but particularly 
for 10 years, also all assessments, claims and correspond- 
ence and other papers relating to tax returns, deficiencies 
and refunds. 

Accountant’s reports for same period (including a tenta- 

tive report for the current year if annual report is not 

yet completed). 

3. Minute books, stock certificate books and stock ledger 
books. 

4. Forms of contracts used with customers at present and 

for six years past; also invoice forms. 

Forms of contracts with mills for same period. 

6. Catalogue of merchandise held for sale, price lists or other 
general description of merchandise carried for the past 
six or eight years. 

7. Latest issues of trade journals subscribed to by the corpo- 

ration. 

Contracts of employment. 

. Copies of leases in effect during period under review. 
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EXCESS PROFITS TAX LAW RELIEF SECTION 722 








10. Where copies of advertisements giving details of products, 
charges and services are available, these should also be 
examined. 


11. List of trade associations of which taxpayer is a member. 


12. Resumé of litigation or legal controveries in which tax- 
payer has been involved. 


Repair, maintenance and payroll accounts should 
be analyzed with a view to discovering stopages or 
reduction in production. The insurance broker of 
the taxpayer should be consulted with reference to 
claims made under insurance policies which might 
cast light on production interruptions. All the usual 
accounting ratios should be worked out and then 
graphically presented. 

The graphic form of presentation is peculiarly effec- 
tive because it presents the picture most clearly both 
to the tax analyst and to the government, and also 
is the simplest form of integrating and presenting 
statistical factors covering a long period of years and 
many different elements. In addition to this, a graph 
will permit the combination of data with reference to 
the taxpayer and also similar data for the industry 
and business in general. 

Some of the elements which should be graphed are 
sales, cost of goods sold, cost of raw materials put 
into production, direct labor costs, factory overhead, 
and all the other elements entering into a cost account- 
ing analysis. This data can be presented on a unit 
volume and a dollar volume basis. Other suggested 
elements to be graphed are units of goods shipped, 
units of production, units of unfilled orders. A com- 
parison of the graph lines for these will give an indica- 
tion of whether or not demand outstripped the 
corporation’s productive capacity. 

Such graphs should also reflect the foregoing data 
for each particular product. 
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The above is an over-simplified and hypothetical 
illustration of a graph prepared in connection with a 
claim for relief under Section 722. 

Of course, the foregoing presents a doctrine of per- 
fection. Limitations of time or cash may diminish 
the work that can be done. The continued adminis- 
tration of the business cannot be hindered. Test 
checks must be worked out by the tax analyst under 
such circumstances. However, there are few, if any, 
fields of accounting where as great dividends will be 
paid for the effort involved. For every dollar of sale 
by a salesman the taxpayer may make a net profit be- 
fore taxes of only one cent and a net profit after excess- 
profits taxation of one-tenth of one cent, but for every 
dollar added to the excess-profits tax credit there 
will be a tax saving of forty or fifty cents, not only 
during the current year but also for past years and for 
future years as well. Furthermore the cost of an- 
alysis, generally speaking, is a deductible item under 
23 (a) of the Code, if kept within the bounds of reason. 

The 1942 Act eliminated the former provision which 
limited the relief available under Section 742. 
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TV—What Means Should be Followed in 
Preparing and Presenting Pertinent Material 
In Support of Claim for Relief? 


We have already indicated that the use of graphs 
is not only enormously helpful in analyzing the perti- 
nent material but is equally useful in presenting it to 
the government. 

Applications for relief with reference to years be- 
ginning after December 31, 1939 but before January 1, 
1942, must be made no later than April 21, 1943. Un- 
timely applications for relief will be limited in the 
same manner as under the earlier law, generally speak- 
ing. It should be recalled that applications for relief 
should be promptly made for earlier years even when 
no substantial excess-profits tax was payable, in order 
to create credit carry-overs. 

For taxable years beginning after December 31, 
1941, it is sufficient to file the claim under Section 722 
within six months after the date prescribed by law 
for the filing of the taxpayer’s excess-profits tax return 
for the year in question. Generally speaking, for every 
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dollar of tax relief claimed under Section 722, thirty- 
three cents may be withheld in payment of the tax, 
and sixty-seven cents must be paid subject to refund 
in the event of success. (Section 710 (a) (5).) How- 
ever, to claim the benefit of such deferment, the claim 
must be made in the return itself. 


Conclusion 






In conclusion, it may be said that Section 722 in its 
amplified form not only is one of the most equitable 
provisions in tax history but represents a most useful 
compulsion on the taxpayer to review and analyze its 
accounting and tax practice for past years and to 
obtain the necessary data for an intelligent compre- 
hension of its economic history and prospects, often 
justifying the expense and effort even without refer- 
ence to tax savings. 


















In a recent address Mr. Randolph Paul, when ques- 
tioned about the complexity of the Code, proudly 
pointed out how large a portion of the Code was de- 
voted to relief provisions. A general policy on the 
part of the government of increased rates with more 
equitable application of relief to specific situations and 
with a larger measure of relief to those meriting it has 
been variously indicated. The language of Section 722 
supports this inference. Its effectiveness is going to 
rest largely on the shoulders of tax practitioners 
themselves. 











Capital Stock Tax Inequalities 
(Continued from page 72) 
some of the regulations, particularly T. D. 2503 (June 


25,1917), imposed methods for ascertaining “fair value” 
that were unfair and fallacious, but these were later 


modified and subsequent experience with state fran- 
chise taxes should point the way to a reasonable and 
equitable federal statute. 

Whether the present capital stock and declared 
value excess-profits taxes are repealed outright, or a 
single capital stock tax substituted, Congress has never 
had so favorable an opportunity to abolish an unpopu- 
lar and objectionable taxing statute, originally passed 
to raise revenue, without disturbing the federal fisc. 
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= preparing corporate returns this 


_ year, you face unprecedented taxes SD 
with some of the most confusing problems in tax history. 


Here is the practical help you have been looking for. 
Get Montgomery’s Federal Taxes on Corporations and 
use it first as each question comes up. 


Solves Your Problems of 
What Is Taxed; When and How 


The difficulty this year is in interpreting the application of 
the law. This book offers interpretation and specific 
advice as to what to do to arrive at proper minimum tax— 
the net result of the statute, rulings and decisions, boiled 
down to recommendations of expert accountants and law- 
yers dealing year in and year out with corporation taxes. 
Their anticipation of your difficulties saves you enormously 
in time, labor, and expense of getting your answer. 

Everything is in a compact, low-cost, two-book unit, organ- 
ized to correspond to your two main problems—one on income 
and deductions, the other on tax determination and returns. 

This is the 21st issue of the tax manuals of Robert H. Mont- 
gomery, a national authority, relied on by experts and equally 
usable by the non-specialist 
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TAXATION EFFECTED BY THE 
REVENUE ACT OF 1942 


J. A. Phillips, Member of Council of the 
American Institute of Accountants 


74 Journal of Accountancy, December, 1942, 
p. 490-499 


The Revenue Act of 1942 changes both the 
tax burdens and the methods of determining 
those burdens. Some of the changes made 
by the Act will be noted herein. 


Income Taxes 


Individuals, The normal tax on individ- 
uals has been increased to 6 per cent, and 
the surtax schedule now ranges from 13 per 
cent on the first $2,000 bracket of surtax net 
income to 82 per cent on the surtax net in- 
come in excess of $200,000. 

The tax base has also been broadened. A 
single person will be allowed personal ex- 
emption of only $500, and a married person 
or head of a family will be allowed only 
$1,200. Provision was made for additional 
allowances for military and naval personnel 
below the grade of commissioned officer not 
to exceed $250 in the case of a single person 
and $300 in the case of a married person, or 
head of a family. Credit for each dependent 
has been reduced to $350. 

The tax on nonresident aliens not engaged 
in business in the United States is increased 
to 30 per cent, subject to withholding at the 
source and effective on October 31, 1942. 
If the aggregate income exceeds $15,400 the 
nonresident alien is subject to the normal 
and surtax rates. 

The credit for foreign incomes taxes is 
now allowable also for “a tax paid in lieu 
of a tax upon income imposed by any for- 
eign country or by any possession of the 
United States.” Thus, it appears that it 
may be possible to claim credit for a tax 
measured by gross income, gross sales, or 
some yardstick other than net income. The 
choice of taking the credit may be made or 
changed at any time prior to the expiration 
of the period for filing a claim for refund, 
and the provision is applicable to taxable 
years beginning after December 31, 1940. 

Recoveries of bad debts, taxes and delin- 
quency amounts are not taxable to the ex- 
tent the prior deduction of such amounts did 
not reduce the taxpayer’s income-tax liabil- 





MAJOR CHANGES IN FEDERAL ity for such prior year or years. This change 


is retroactive to all taxable years. 

The rule has been changed in respect of 
income and deductions of decedents. In- 
come which is not includible in the gross 
income of the decedent for the period im- 
mediately preceding death, under the ac- 
counting method he used, will be taxable to 
the person who actually receives such in- 
come. Similar treatment is provided for 
deductions. Such deductions may be al- 
lowed, when paid, to the estate or the person 
who inherits decedent’s property. The re- 
cipient of income in respect of a decedent 
may deduct that portion of the estate tax 
levied on the decedent’s estate which is at- 
tributable to the inclusion of the right to 
such income in the decedent’s estate. 

The Act provides for the deduction of ex- 
penses attributable to the production of in- 
come. Ordinary and necessary expenses 
paid or incurred either (1) for the production 
or collection of income, or (2) for the man- 
agement, conservation, or maintenance of 
property held for the production of income 
are allowable deductions. The amendment 
is applicable to all prior taxable years. 

A new rule prevails in respect of land and 
buildings, machinery, and involuntary con- 
versions, Allocation of gain or loss between 
land and buildings is no longer neces- 
sary. Under the law, neither the land used 
in business nor buildings used in business 
are capital assets. The entire gain or loss 
from a sale of improved business real es- 
tate is to be treated as an ordinary gain or 
loss, except the entire gain may be a capi- 
tal gain if the property was held over six 
months. 

There is a relief provision for taxpayers 
who realize gains from the following: 

(1) Sale or exchange of machinery and 
other depreciable property and real prop- 
erty used in business, held for more than 
six months; and 

(2) Involuntary conversion of (a) the 

above property or (b) capital assets held 
for more than six months. 
If the recognized gains from the above 
transactions exceed the losses from transac- 
tions, they are to be treated as long-term 
capital gains and losses. If the losses ex- 
ceed the gains, the excess loss is deductible 
as an ordinary loss. 


Section 115 (c) of the Internal Revenuein the taxable year. 
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Digests of Arties 
on ‘axation 


in Current Legal Pertodtwals 











Code is amended to eliminate the require- 
ment that the gain realized from a distribu- 
tion in partial liquidation be treated as a 


short-term capital gain. Under the new 
law, gain realized from the redemption of 
preferred stock will be long-or-short gain 
depending on the period held. 

Corporations. For corporations witli earn- 
ings in excess of $50,000, the minimum tax 
rate is 40 per cent as compared with 31 per 
cent under the 1941 Act. The maximum 
rate, where excess-profits tax bears heavily, 
is 80 per cent, in comparison with 66.4 per 
cent under the 1941 Act. 

In most cases, surtax income and normal 
tax net income are identical. Normal and 
surtaxes do not apply to excess profits. 
(The portion of the adjusted excess-profits 
net income left by the excess-profits tax.) 

Public utilities are allowed an additional 
credit for surtax purposes for dividends 
paid during the taxable year on their own 
issues of preferred stock. As a complemen- 
tary provision, such preferred dividends are 
not allowable to recipient corporations in the 
computation of their dividends-received 
credit for surtax purposes. 

Employers’ contributions to employees’ 
pension trusts are allowed as deductions, 
provided such trusts or plans qualify under 
section 165 of the Internal Revenue Code, 
as amended. 

The rules applying to corporations are 
substantially the same as those applicable 
to individuals, in respect of recoveries on 
bad debts; improvements of lessee of real 
property, recovery of unconstitutional fed- 
eral taxes, bad-debt deductions, war !osses, 
taxes and carrying charges. 

Other changes include provisions for an- 
nual declaration for capital-stock-tax pur- 
poses; computation of alternative tax in the 
case of long-term capital gain; increase 0! 
the tax on nonresident corporations to 30 
per cent, subject to withholding at_ the 
source, and effective October 31, 1942. 

Estates and trusts. The new land law 
makes several changes in respect of the 
taxability of income of estates and trusts. 
Income which becomes payable in the tax 
able year to the beneficiary is taxable to 
him, even though it then becomes payable 
as part of an accumulation held until the 
happening of some event which occurs with- 
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generally, those where estate is terminated 
or beneficiary gets trust accumulation on 
reaching a specific age. Distribution which 
the executor or trustee can or must pay out 
of sources other than income may be al- 
located in part to income and taxed to ben- 
eficiary. This affects annuities which can 
be paid in part out of corpus and which, 
under the prior law, were not taxable to 
the beneficiary. Distributions made shortly 
after the close of the taxable year of the 
estate or trust are also made the subject of 
special rules, designed to prevent tax avoid- 
ance. Effect is to treat a proportionate part 
of such distributions as having been made 
on the last day of the preceding taxable 
year. The rule is also applicable to annui- 
ties. 

There are also new rules in respect of 
basis of property acquired by gift in trust, 
and inherited property, in the case of sales 
and exchanges. In the case of inherited 
property, where an election is made to value 
property as of the optional valuation date 
for estate-tax purposes, then the basis of 
the property will also be determined as of 
the optional valuation date, instead of the 
date of death. 


Excess Profits Tax 


Excess profits are to be taxed at a flat 
rate of 90 per cent and the rate applies to 
all taxable corporations. Ten per cent of 
the tax is to constitute a postwar credit, and 
the taxpayer will be given non-interest-bear- 
ing, nontransferable bonds, maturing at 
designated dates subsequent to the war. 
When the bonds are paid after the war, the 
payments will not constitute income in the 
year received. However, taxpayers may 
use post-war credits to meet current debt 
payments. The law continues the specific 
exemption of $5,000 and the two methods 
of computing the excess-profits credit. A 
corporation entitled to use either credit, 
whichever results in the lesser tax, will 
show, in its return, the computation of the 
credit it employs. 

Estate Taxes. The amendments applicable 
to estate taxes are, except as otherwise 
noted, applicable only with respect to es- 
tates of decedents dying on or after Octo- 
ber 22, 1942. 

Under old law, old regulations and judi- 
cial interpretations, the rule was that only 
one-half of the community estate was sub- 
jected to federal estate tax, upon the death 
of (either) spouse. As amended, the stat- 
ute provides for the taxation of the whole 
“community estate” upon the death of 
(either). spouse, except such part thereof as 
may be shown to have been received as 
compensation for personal services actually 
rendered by the surviving spouse or derived 
originally from such compensation. 

Other changes of more or less importance 
include (1) a provision entitling the execu- 
tor to recover the portion of tax allocable to 
property subject to power of appointment; 
(2) provision that the estate-tax credit for 
state death taxes shall be deducted before, 
rather than after, the deduction of the credit 
for payment of gift taxes; (3) a clarifying 
change which extends personal liability for 
estate taxes to all holders or recipients of 
estate assets; and (4) the specific exemp- 
tion of $40,000 has been increased to $60,000. 

Gift Taxes. Amendments by the 1942 Act, 
in respect to gift taxes, apply only to gifts 
made in 1943 and subsequent calendar years, 
except where there is an express condition 
to the contrary. 


T A X— Highlights 


Tax Highlights 


Continued from page 66 


Upon the consummation of a merger agreement between 
two corporations, new stock certificates were issued to the 
stockholders. Are we to affix stock transfer stamps to the 
new certificates? 


Yes. This transfer is not by operation of law but volun- 
tary on the part of the parties involved. 43-1 ustc { 9246. 


* Ok Ok 









I am the executor of a decedent’s estate against whom there 
is an outstanding claim for unpaid income taxes. Will I be 


personally liable for paying decedent’s debts first before the 
income tax debt? 







Yes. Your liability is limited however to the amount paid 


on debts over which the United States had priority. 43-1 ustc 
{] 9247. 











* = 

If machinery which Commissioner claims to have a ten- 
year life can be shown to have a useful life of a lesser period, 
are we bound by Commissioner’s determination? 


No. The Tax Court reject the Commissioners determina- 
tion if the evidence shows it to be erroneous.—T. C. Memo- 
randum Decision, CCH Dec. 12,930-G. 


* 











* OK 


Our employees are paid daily. Should we withhold 


Victory Tax? 


Yes. Withhold on wages in excess of $1.71 per day. 
Special Ruling. 
* 


* 




























Should income tax returns be filed now rather than in 
March? 


Yes. An appeal for early filing of tax returns on 1942 in- 
come has been made to 35,000,000 Americans by Secretary 
Morgenthau. 


Although elaborate preparations for the convenience of 
taxpayers have been made by the Bureau of Internal Revenue, 
the Secretary said that, with more than 8,000,000 additional 
individuals required to make returns, last-minute jams would 
swamp collectors’ offices and consume valuable man-hours of 
taxpayers, many of whom will be workers in war production. 
Reports are coming from over the country to the effect that a 
change will be made in the tax law which would preclude the 
necessity of filing the 1942 return due on March 15, 1943. 

This assumption on the part of any taxpayer that he will 
not be required to file his 1942 return on March 15, 1943, is 
erroneous. In all cases, that return will have to be filed and at 
least the first quarter payment will have to be paid. 

Those filing early returns will be in no danger of being 
penalized. Whatever decision may be made as to future tax 
legislation wili not affect that taxpayer’s obligation to file his 
1942 return as usual and pay his tax. 
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Depletion On Oil and Gas Leases 

(Continued from page 74) 
sale of the oil and gas; and is to pay to such owner 
or Owners any excess of income over expenditures: 


(a) Each of the owners is the owner of an interest 
in the oil and gas in the ground. 

(b) The income produced is the income of each 
owner in proportion to his ownership in the 
minerals. 

(c) The expenditures are capital investments or 
deductible expenses (as the case may be) of 
each owner in the proportion to his ownership 
of the minerals. 

(d) The income of each owner is subject to de- 
pletion.'® 


Such an agreement results in what is sometimes re- 
ferred to as “Carried working interest,” in that one 
party advances all funds required for the development 
and operation of the property and cannot recover any 
portion of such expenditure from the other owner or 
owners except out of their share of income produced 
from the property. 

Such an agreement does not result in a “net profit 
sharing arrangement” in that the owners as owners 
of the minerals have merely subjected their interests 
in the property to charges by the operator for expendi- 
tures incurred in development and operation thereof. 

Reference is made to discussion by the General 
Counsel in G. C. M. 22730 of this decision and in which 
disagreement with the holding of the Court is expressed. 


Reimbursement of Drilling Expense 


Where taxpayer drills wells upon the property of 
another under an agreement whereby taxpayer is to 
be reimbursed for the cost of drilling same out of pro- 
ceeds from oil and gas produced and thereafter is to 
acquire a one-half interest in the property, it has been 
held that the cost of drilling such wells is a capital 
investment of the taxpayer and no portion thereof is 
chargeable off as an expense even though taxpayer 
had elected to charge off to expense intangible drilling 
expenditures."? 

Furthermore, the cost of drilling wells is a capital 
investment where the drilling of the wells is the con- 
sideration for interest acquired in the property even 
though the wells drilled be dry and abandoned.’® 
And the Circuit Court of Appeals, 5th Circuit, has 
held that the cost of drilling wells is a capital invest- 
ment where the same is stated as the consideration for 
the lease even though title to the lease was acquired 





1% McMurry v. Reynolds, 77 Fed. (2d) 740, Cert. denied 53 
S. Ct. 222. 

11 State Consolidated Oil Co. v. Commissioner, 66 Fed. (2d) 648, 
Cert. denied 54 S. Ct. 371. 

18 Sentinel] Oil Company v. U. S. of A., 109 Fed. (2d) 854, Cert. 
denied 60 S. Ct. 1095. 





February, 1943 











iiarlteieemdeiiaieepemnmmeentiensdideiaadieesdeeeceeemianatineen=eeiaeie EEE ee 


Edward P. Ross 





prior to commencement of drilling operations. In so 
holding, the Court referred to the decisions of the 9th 
Circuit Court of Appeals. (State Consolidated Oil Co. 
and Sentinel Oil Co., Supra.) '° 

As a general rule, where such expenditures are re- 
quired to be capitalized, that portion thereof repre- 
sented by tangible equipment, such as casing, tubing, 
well heads, etcetera, is recoverable through deprecia- 
tion allowance; and that portion thereof represented 
by intangible expenditures such as labor, trucking, 
etcetera, is recoverable through depletion allowance.” 


But, where wells are drilled under turnkey con- 
tracts, the entire cost of the completed well (without 
distinction whatever as between tangible and intangi- 
ble expenditures by the contractor) is recoverable 
through depletion.2*. And, even in instances where 
the taxpayer is under no obligation to capitalize in- 
tangible drilling expenses and has elected to charge 
same off currently as incurred, he is nevertheless, re- 
quired to deduct same from the gross income in 
arriving at net income from the property for the pur- 
poses of determining percentage depletion allowance.” 





” Hardesty v. Commissioner, 127 Fed. (2d) 843. 

20 Petroleum Exploration v. Burnet, 53 S. Ct. 439; Dakota Montana 
Oil Co. v. U. 8., 53 S. Ct. 435. 

21 J. K. Hughes Oil Co. v. Bass, 53 S. Ct. 523. 

2 Wilshire Oil Co. v. Helvering, 60 S. Ct. 18; F. H. EB. Oil Co. v. 
Helvering, 60S. Ct. 26. 
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Internal Revenue—Internal or Infernal 
(Continued form page 81) 


and the Treasury fairly firm in its position, but during 
the last term a taxpayer has deemed worthwhile an 
appeal to the Supreme Court in a commission deduc- 
tion case.” 

It seems amazing that after nearly 30 years of our 
modern Federal income tax there should be so much 
doubt about rudiments. Any lawyer or accountant 
could think up many examples along this line. Only 
last March a college professor addressed to the author 
several very simple inquiries as to the deductibility of 
expenses of research, saying that the local Internal 
Revenue Agent had told him the points were unset- 
tled. With a mighty apologetic feeling about the admin- 
istration of our internal revenue system, the reply had 
to be that the Agent was unfortunately correct. 


Of course there are two or three obvious reasons for 
continuance of these irritating doubts as to common 
tax problems. One is that the Treasury has been very 
reluctant to swear to its own hurt and change not. 
Discovery of real or apparent revenue advantages has 
caused in regulations and rulings only too many about 
faces or at least half-turns. Enforcing this reason— 
perhaps, indeed, a part of it—is the fact that on matters 
of statutory interpretation the Treasury is not, by a 
long shot, master of the situation. While its views as 
to the meaning of the law have great weight, even 
among the judiciary, the courts do have the final 
authoritative say. And the very last word lies with 
the Supreme Court, not too easily or quickly reached 
on these interpretative questions. A third contributing 
factor resides in the position of the Attorney General 
and the Department of Justice as the government’s 
on a contradictory interpretation, although the favorable 


1 Spreckels v. Commissioner, 315 U. S. 626, 42-1 ustc { 9345. 

855 USCA, secs. 306, 309, and 310; 26 idem, secs. 3678 and 3740; 
and 28 idem, secs. 485 and 763. Cf. A. B. A. Section of Taxation, 
Program and Committee Reports to be Presented at the First 
Annual Meeting (1940), pp. 78-79. 
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lawyers in court cases.1* The authority of these offi- 
cial counsel in matters of policy and principle is far 
greater than that of an ordinary practitioner with a 
private client. Asa former member of the staff of the 
Department of Justice, the writer firmly believes that 
this Department’s influence in tax cases as well as 
other matters is generally beneficent. But now and 
then a shocking criterion is suggested. In the leading 
Sanford case on gift taxation, for instance, the opinion 
explains that the government had taken inconsistent 
positions on the issue involved “stating that it is 
unable to determine which construction of the statute 
will be most advantageous in point of revenue 
collected.” #® One must feel disappointment that the 
Department of Justice should rest official behavior on 
this ground, and still greater disappointment that the 
Court passed the statement without rebuke. Surely 
it is the duty of the Attorney General and other admin- 
istrative officials to seek and defend the sound and 
reasonable interpretation of a statute, without regard 
for the effect of that interpretation in making the 
Treasury empty or full.”° 


With these cross-currents of decision running, it is 
not surprising that we should see both hesitation on 
the Treasury’s part in making interpretative commit- 
ments, and considerable alteration of commitments 
once made. An altered regulation is not too bad if the 
change antedates action by a taxpayer. He may curse 


the administrators for not making up their minds, but 
at least he is warned in advance. The Sanford case 
just referred to discloses a more questionable situation. 
There the taxpayer had acted in absence of any positive 
regulation ; but subsequently a regulation was promul- 
gated indicating that he had correctly interpreted the 
law, and a favorable opinion was issued in his case; 
yet ultimately the government fought and beat him 
regulation was not withdrawn or modified until ten 
months after the unfavorable judicial decision.2?_ And 
to some, at least, official conduct seems definitely rep- 
rehensible if a taxpayer, after put- 
ting through a transaction at a date 
when the relevant regulation states 
that no tax liability results, is never- 
theless forced to defend in court 
against asserted liability under a 
modification of this regulation made 
five years after the transaction— 

again an actual case.?? 
19 Estate of Sanford v. Commissioner, 308 

U.S. 39, 42, 39-2 ustc f] 9745. 

* Richard B. Barker, ‘‘A Plea for a Fair 
Administration of the Tax Laws’’, 20 Taxes, 
387 (1942), refers to a still more disquieting 

remark in a government brief. 
21 303 U. S. at 49 and 51, 39-2 ustc { 9745. 
The case was decided November 6, 1939, the 
regulation modified September 19, 1940. CCH. 


Federal, Inheritance, Estate and Gift Tax 
Service J 3936. 
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To counterbalance these individual instances of un- 
desirable official instability must be set forth the descrip- 
tion of a technique of change going far to protect the 
interests of groups of taxpayers led into commit- 
ments by rules later revoked or overthrown in court 
as unsound. Since 1928 the Treasury has had the 
power to limit the retroactive effect of this kind of 
overturn.”* This power is being used frequently and 
wisely. It was invoked to cushion the shock of the 
Sanford decision for taxpayers at large, although not 
for the immediate litigant.2* Another recent instance 
is perhaps more striking. In 1935 the Supreme Court 
held that when the settlor of a trust had retained no 
more than what was somewhat inaccurately termed a 
“possibility of reverter”, and then lost the possibility 
by dying, none of the value of the trust res was to be 
included in his gross estate for purposes of estate tax. 
In 1940 the Court overruled itself on this point with 
respect to a series of trusts all established prior to 
1935.*° So far as judicial habits went, there was no 
reason why the effect of the later decision should not 
be extended to many such trusts established between 
1935 and 1940. But the Treasury, with good states- 
manship, issued a regulation blocking application of 
the 1940 adjudication to settlements made during the 
period just named in actual or possible reliance on 
the rule of the 1935 decision.?® Similarly, when it be- 
came apparent that the constitutionality of a Federal 
income tax in respect of the salaries of State govern- 
mental officers would be sustained, Congress with full 
co-operation of the Treasury took pains to prevent 
unreasonable retroactivity in application of the new- 
found revenue-paying obligation.” This parallels the 
episode of the sympathetic feminine inquirer who 
asked a pentitentiary inmate if he was serving a life 
term, and received the optimistic response: “Why no, 
ma’am—only from now on.” The policy of “only from 
now on” is highly commendable in connection with 
increases of internal revenue burdens. Indeed, the 
Treasury has gone a bit further. In 1938 it asked for 
and received from Congress authority to commit itself 
in advance by closing agreements.”® 

It does seem, though, that the Treasury and the 
Bureau have fallen a bit short in telling taxpayers 
simply the answers to simple questions. The instruc- 
tion sheets distributed with return forms do some- 
thing; so do the newspaper releases made periodically 
by Collectors of Internal Revenue; and so, most em- 


2 Helvering v. R. J. Reynolds Tobacco Co., 306 U. S. 110, 113, 115, 
39-1 ustc J 9282. The taxpayer won this case. 

73 TRC, sec, 3791(b), 1 CCH, IRCS { 19,358. The Treasury has 
shown boldness in applying the provision to help taxpayers whose 
cases seem not strictly within the statutory wording. 

* Regulations 79, art. 3, CCH, Federal Inheritance, Estate and 
Gift Tax Service § 3936. 

2% Helvering v. Hallock, 309 U. S. 106, 40-1 ustc { 9208. 

7 Regulations 105, sec. 81.17, CCH, Federal Inheritance, Estate 
and Gift Tax Service § 3430. 

7 Public Salary Tax Act of 1939, 1 CCH, IRCS {If 26,025 et seq. 

28 IRC, sec. 3760, 1 CCH, IRCS { 19,072. 
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phatically, does the courteous and efficient personal 
assistance tendered taxpayers by the staffs of Col- 
lectors’ offices. But more is clearly needed. If not, 
why the newspaper columns by tax advisers—and why 
should the present writer be invited annually to con- 
tribute to the Bulletin of the American Association of 
University Professors a brief article on making out 
teachers’ Federal income tax returns? The best pri- 
vately written article imaginable—and none of those 
just mentioned has merited that description—cannot, 
for this workaday purpose, hold a candle to a set of 
clear official directions. No instruction sheet accom- 
panying a return blank can be at once sufficiently 
simple, brief, and comprehensive to meet all needs of 
all men. Hence it seems a sound suggestion that the 
Treasury should get to work on a series of brief book- 
lets for different kinds of taxpayers, combing its files 
and the experience of its personnel for catalogues of the 
kinds of things which now cause doubt and trouble. We 
might have a small library of pamphlets more or less re- 
sembling the “Income Tax Quiz for Wage Earners” 
which an English worker can buy for tuppence from 
His Majesty’s Stationery Office. This was first pub- 
lished in February, 1942, for the Board of Inland Rev- 
enue by the Ministry of Information. This little book 
must be some good, because an American understands 
it easily, although he is rarely able to make head or tail 
out of the statutory British revenue lingo! 

Another count against administration of our In- 
ternal Revenue arises from the use of the Bureau 
organization for crusading purposes. This is allied 
to, although technically distinguishable from, the prac- 
tice of loading revenue legislation with heavy gobs of 
social policy. Of late years there have not been many 
deliberate Bureau crusades, but nobody can truth- 
fully deny the conduct of some exceedingly fierce ones 
during the New Deal’s earlier and greener days. Rev- 
enue law enforcement ought to be a calm, dispas- 
sionate process. Nobody can crusade calmly or 
dispassionately. Just as surely as heat is generated and 
displayed on the collecting side, it is fanned up on the 
paying side. Suspicions of unfairness arise, accusa- 
tions are made, questionable methods are used or 
asserted to be used. The whole tone and temper of 
revenue administration may be spoiled. Moreover, the 
damage is semi-permanent. The Bureau of Internal 
Revenue is an enormous organization. “Contact men” 
at the bottom cannot conveniently have direct com- 
munication with “policy men” at the top. When once 
the former pump into the organization a dose of cru- 
sading vehemence, the contact force has a hard time 
learning of a change of spirit. They dare not run the 
risk of disobeying possible desires of the head men. 
And so the friction-producing effects of even a briefly 
pushed crusade may go on for months and years. It 
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will not do to forget, in this connection, that over- 
exercised ingenuity in tax avoidance had much to do 
with the launching of government crusades. 

The evil just described is one which comes from 
concentration of power at the top, typically in Wash- 
ington. So, to be fair, we must set against it the effect 
of the decentralization policy which has in the last 
four or five years done so much to distribute decisive 
power to local offices of the Bureau. Decentralization 
is not always a blessing, as for instance when the local 
staff underestimates the scope of its authority, and an 
unlucky taxpayer gets batted back and forth like a 
tennis ball between the home office and Washington. 
However, it has excellent potentialities and with 
ripening experience its merits may far outweigh its 
shortcomings. 

Whether decentralized or not, the operations of the 
Bureau of Internal Revenue are bound to produce a 
considerable amount of discontent because of the sup- 
posed or actual necessity of following a doctrine in- 
voked with respect to practically every widespread 
governmental activity affecting a great many citizens. 
This doctrine has come to be referred to as “the pe- 
numbra doctrine”, but need not be described in such 
highfalutin’ terms. The essential notion is that when 
administrators have to reach and deal with people or 
situations not completely concentrated in groups 
which can be isolated from the rest of the community 
and its activities, a certain number of innocent sheep 
must suffer along with the wicked goats. Adminis- 
trative convenience justifies the Treasury, like other 
executive departments, in persuading Congress to pass 
statutes operating on everybody and everything within 
certain easily determined limits, even though these 
limits include a few or perhaps a good many indivi- 
duals and matters which in an ideal world of perfect 
discrimination would not be subjected to unfavorable 
treatment. When you use compulsory joint returns 
to prevent avoidance of high surtax by rich husbands 
through gifts of productive property to their wives, 
you do not exempt wives who have inherited from 
their fathers or earned for themselves every cent they 
own. It would be too much trouble to draw this nice, 
though perhaps just, distinction. When you boost 
your tax rates to “stop up surplus purchasing power”, 
or devise a new-fangled spendings tax to discourage 
buying, you do not—apparently—seriously consider 
restricting the high rates to people whose pay has 
recently been raised, exempting those who have kept 
their old remuneration or even lost part of it. And 
so forth and so on. 

Undoubtedly any man who does not let his emotions 
tun clean away with his intellect will tolerate em- 
ployment of this penumbra doctrine to a reasonable 
extent. But it is perilous practice, sometimes overdone 
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in the Internal Revenue Code. It is not surprising to 
find some taxpayers growling because the lines have 
been spread too wide. Of course, too, complaint will 
work the other way as well. People who’ can bear 
special tax burdens handily enough, and have to admit 
that fact, do their share of growling because other 
people whom they consider substantially within their 
own class have been lucky enough to fall on the sunny 
side of the penumbra limit. Verily, the taxing scheme 
is likely to be damned if it does, and equally damned 
if it doesn’t! 


Judicial Factors 


Something of the judicial share in these tax problems 
has already been indicated. One significant factor, 
though, deserves emphasis. This is a new attitude at 
least temporarily taken by the Supreme Court and 
somewhat reflected in the lower Federal tribunals. 
How long this attitude will endure is for anybody to 
guess. Maybe the wags are right who tell us that the 
volumes of United States reports beyond 300 should 
not continue the old sequence of numbering, but should 
instead start afresh at unity and be called “New Series”. 
In matters of constitutionality of State taxation, we 
are seeing every barrier against multiple levies on 
intangibles rapidly lowered to the vanishing point. 
In matters of Federal taxation, not only is a similar 
process of constitution-dwarfing indicated, but a like 
pro-government technique is extended to statutory 
interpretation as well. The shift of judicial front down 
to year before last seems neatly measured by two 
familiar cases, one decided in 1933 and volume 289, 
the other in 1940 and volume 311. In the first case the 
taxpayer had established irrevocable trusts to meet 
the premiums on insurance policies covering his life 
but payable to other persons. The government claimed 
tax from him with respect to the trust income so ap- 
plied. Only a constitutional question was involved, 
for a statutory provision explicitly purported to impose 
the tax. It is safe to assert that without this provision 
the Treasury would not have had a chance to win. 
Even as things stood, it gained only a 5-4 victory. *® 
In the second case the taxpayer had removed coupons 
from corporate bonds which he owned, giving the 
coupons to his son and retaining the bonds. The report 
does not even intimate that the son was dependent 
upon the taxpayer. No statutory provision specifically 
charged the taxpayer with liability for income tax in 
respect of the amount received on coupons when cashed 
by the son. Nevertheless the Treasury claimed such 
a tax, and made its claim good under the general charg- 
ing clause of the income tax, with only three dissenters.*° 





2° Burnet v. Wells, 289 U. S. 670, 3 ustc J 1108. 
% Helvering v. Horst, 311 U.S. 112, 40-2 ustc {| 9787. 
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About these two cases there is much difference of 
view. To the author’s mind, the result of the life in- 
surance trust case is sound, although he does not much 
like some of the language of the majority opinion. 
The Court should go a long way in sustaining Con- 
gressional authority to impose income tax liability. 
3ut in the bond coupon case it may well be urged that 
the Court has improperly and unwisely turned itself 
into an auxiliary legislature. If Congress desires to 
impose this peculiar sort of tax burden, let it say so 
in apt and unmistakable words. A statutory scheme 
specifically providing for tax when you take care of 
your wife or son or daughter by the insurance trust 
method ought not, in the absence of any specific charg- 
ing words applicable to donors of coupons, to be con- 
strued as covering this second method of family 
financing. Expressio unius, exclusio alterius. This kind 
of judicial legislation opens great stretches of uncer- 
tainty as to what comes next.*! A properly drawn 
statute would not do so. 


To be intellectually honest, one must admit that the 
line of differentiation thus suggested is hard to draw. 
It is not merely a line of distinction between the 
criteria of constitutional interpretation on one side, 
and of statutory interpretation on the other. For 
instance, there is clear wisdom to the interpretative 
holdings that taxpayers who seek to take advantage 
of the income tax reorganization provisions for non- 
recognition of gain or loss must respect the spirit and 
general purpose of these provisions as well as their 
mere verbiage.*? But a great mass of Federal tax- 
payers properly do not like judicial importation be- 
tween the lines of a statute of ideas which never 
occurred to the draftsmen and which the legislature 
never debated either on the floor or even in committee. 
This serves as an open invitation to careless legisla- 
tive draftsmanship, and is too much of a piece with 
making legislation fit a constitutional scheme com- 
posed according to the judges’ likes and dislikes—a 
theory of decision which the Supreme Court has often 
and wisely condemned. 


Public and Professional Problems 





This brings up the final division of the outline—a 
brief statement of some public and professional factors 
bearing upon popular acceptability or unacceptability 
of the internal revenue. 

Having been in the law teaching business for nearly 
twenty years, the author keeps seeing former students 
and asking how they fare. A few months ago one 
man answered this inquiry by saying that his practice 


%1 See George K. Bowden, ‘‘Assignments of Income Reconsidered’’, 
20 Taxes 67 (1942); also Judge Magruder’s closing remark in Com- 
missioner v. Bateman, 127 F. 2d 266, 275 (C. C. A. 1st, 1942), 42-1 
ustc § 9402; and Helvering v. Stuart, 63 S. Ct. 140, 147-148 (1942). 


2 F.g. Gregory v. Helvering, 293 U. S. 465, 35-1 ustc { 9043. 
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had until roughly January 1, 1942, kept soul and body 
together quite comfortably, but that since that date 
he had been living more on ideals than cash receipts, 
Tax work, he added, had cut a large figure in his pro- 
fessional activity, and after Pearl Harbor clients who 
had previously fought hard against what they deemed 
improper revenue demands began to say: “Oh, well, 
we’re at war, and the government needs the money— 
let it go.” If this view really is widespread and per- 
sistent, the Treasury now has a great chance to bury 
the hatchet, the dead past, and a lot of other impedi- 
ments to cheerful acceptance of internal revenue 
exactions. 

Whether it can manage to do so depends in part 
upon an attitude of co-operation by the legal profession. 
While the public can and does settle its own attitude 
toward taxation, there is no doubt that the position 
taken by the bar has important influence upon the 
public decision. Past displays of professional temper 
have left disinterested observers rather doleful from 
time to time. Over and over again, both individually 
and in such groups as the Section of Taxation of the 
American Bar Association, tax practitioners have 
shown violent and unwarranted suspicion of the in- 
telligence or motives or both of government repre- 
sentatives. The so-called “Traynor Plan” for reshaping 
the frame of Federal tax litigation met a blast of criti- 
cism which bore more heat than light. Some critics 
seemed to class the authors of the plan with pick- 
pockets and used language appropriate to that belief. 
The Special Committee of the Section of Taxation of 
the American Bar Association quite unjustly charac- 
terized them as impractical, inexperienced dreamers.® 
Unfortunately, hotness under the collar destroys cool- 
ness above the ears, and a good bit of the criticism 
flew wide of the target. In the academic world we 
are accustomed to shouting and fist-waving by learned 
(and opinionated) antagonists about this or that 
juristic theory. Scholars take considerable comfort 
from the thought that, while these squabbles waste 
time and energy, they are far enough removed from 
practicality to do little or no destructive mischief. 
Nobody can derive that measure of comfort when 
futile fighting takes place over matters so highly prac- 
tical as tax administration. The blame, of course, 
does not all belong on one side. Treasury people have 
done some wild talking of their own. It will be good 
for the public when both sides consistently dilute their 
brimstone with brains. 


Needless to say, there is no magic formula for pro- 
ducing this excellent deliberative result. One sugges 
tion, though, may be worth while. Proposals are made 
every vear to Congress for improper favoritism in 


33 A. B. A. Section of Taxation, Program and Committee Reports 
to be Presented at the First Annual Meeting (1940), pp. 67 et circa. 
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internal revenue legislation. That 1938 provision for 
alleviating income tax with respect to postponed re- 
coveries from the government, mentioned earlier, may 
be taken as an example. Neither theoretical nor prac- 
tical justification was apparent.** The Treasury was 
dead against the provision. Representatives of the 
American Bar Association who were carefully follow- 
ing the Revenue Bill probably neither overlooked the 
section nor felt favorably inclined toward it. Had the 
Treasury and the Association been able to gang up 
in combined opposition, the measure might have been 
killed. Also the co-operation would have made for 
friendly teamwork in general. A growing habit of 
fighting shoulder to shoulder against proposals which 
both the revenue officials and the organized bar dis- 
approve would serve the public well. 


Conclusion 


This paper ventures no conclusion in the sense of 
announcing something demonstrated. Its whole treat- 
ment of the topic has been a compound of favorable 
and adverse criticism offered with recognition of read- 
ers’ ability to decide for themselves where the greater 
weight lies. It does seem appropriate, however, to 
make one final comment which both touches a very 
live issue and suggests what can happen and has hap- 
pened as a practical consequence of the combined 
operation of various unfavorable factors already men- 
tioned in connection with the handling of Federal 
revenue-raising. 

The Revenue Act of 1942 will enormously, and nec- 
essarily, increase our tax burden. If Sir William 
Coventry or William Lowndes or old Ben Franklin 
had it to say over again, he might now remark: “A 
dollar earned is a penny saved.” To the average 
citizen this is the most striking feature of the impend- 
ing Act. But tax specialists are queer animals. To 
them, revenue rates are incidental. They are more 
interested in administrative devices. In the bill as it 
now stands the specialist finds a remarkable number 
of corrective provisions sponsored or at least not 
strongly opposed by the Treasury and in several cases 
tending to decrease rather than increase the immediate 
tax yield. One amendment of a pre-existing section 
permits corporations to purchase their own issues of 
bonds and other like securities at discount without 
thereby increasing their immediate liability to income 
tax;*° another provision excludes from the gross in- 
come of a lessor upon the termination of a lease the 
increased value of the demised property attributable 


* Cf. note 9 supra. The alleviation might have some justification 
So far as applied to interest on the delayed payment, but oddly 
na interest is expressly excluded from the benefit of the pro- 
vision, 

* Revenue Act of 1942, sec. 114. There is a time limit both retro- 
actively and prospectively upon the operation of the provision. 
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to improvements made by the lessee; ** a third ex- 
cludes from an obligee’s gross income unexpected re- 
coveries of bad debts and certain other items so far 
as deduction or credit taken therefor did not result in 
reduction of the obligee’s income tax; ** a fourth has 
the general effect of making alimony or other related 
payments taxable to the wife, the payee, and non- 
taxable to the husband, the payor, by inclusion in his 
gross income;** a fifth permits an individual the de- 
duction of ordinary and necessary expenses for produc- 
tion or collection of income or management of 
income-producing property, even though unconnected 
with a trade or business.*® 

Practical reasons incline one to approve all these 
corrective provisions, and to applaud the Treasury 
and Congress for taking steps to embody them in the 
law. But we cannot forget that nearly every one of 
the items mentioned is a reversal of policy hitherto 
established in hard, prolonged, and elaborate battling 
between government and taxpayers, that the govern- 
ment on the whole won the battles, and that it won in 
the teeth of argument by the taxpayers which fully 
disclosed all the considerations now impelling legis- 
lative retraction. Why so much official misjudgment 
as to the soundness of policy? Why this business not 
merely of marching up a hill and then marching down 
again, but of fighting and bleeding to capture the hill, 
only to conclude that it was not a proper object of 
attack and that all the money, energy, and time ex- 
pended on attack and defense were worse than wasted? 
Well, as suggested, partly because of division of gov- 
ernmental authority, partly because of misplaced cru- 
sading fervor, partly because of blind pugnacity, partly 
because of inability—sometimes quite stupid—to fore- 
see practical consequences. 

All this is a distressing and sobering reflection. We 
know the sardonic comment: “The only lesson that 
history teaches is that nobody learns the lesson of his- 
tory.” Must this hold true of fiscal history, or may 
we hope that both sides, the tax-demanding govern- 
ment and the tax-paying citizen, will in their advanc- 
ing day and generation get wiser as they get older? 


U.S. SAVINGS 


Bonds « Stamps 


% Idem, sec. 115. 
37 Idem, sec. 116. 
38 Idem, sec. 120. 
% Idem, sec. 121. 









































































































































































































































































































































































































































































































































































































































ALABAMA 
March 1—— 
Automobile dealers’ reports due. 
Insurance company premiums tax reports 
and payment due. 
Last day to make freight line license tax 
reports. 
Last day to make public utility property 
tax report. 
March 10—— 
Automobile dealers’ reports due. 
Oil and gas conservation tax due. 
Reports of wholesalers, distributors, and 
retailers of alcoholic beverages due. 
Tobacco use taxes and reports due. 
March 15—— 
Carriers’, warehouses’ and transporters’ 
gasoline tax reports due, 
Carriers’, warehouses’ and _ transporters’ 
lubricating oils tax reports due. 
Income tax information returns due. 
Income tax return and (first installment) 
tax due. 
Last day to make franchise tax report. 
Motor carriers’ mileage reports and taxes 
due, 
March 20—— 
Automobile dealers’ reports due. 
Coal and iron ore mining tax reports and 
payment due. 
Gasoline tax and reports due. 
Lubricating oils tax reports and payment 
due. 
Motor fuel tax reports and payment due. 
Sales tax reports and payments due. 
March 31—— 
Carbonic acid gas reports due. 


ARIZONA 
March 1—— 
Insurance company premiums tax reports 
and payment due. 
March 5—— 
Alcoholic beverage licensee’s reports due. 
March—First Monday 
Bank share installment due. 
Property ‘tax (semi-annual installment) 
due. 
March 15—— 
Gasoline tax reports and payment due. 
Gross income tax reports and payment due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) dte. 
Motor carriers’ reports and taxes due, 
March 25—— 
Motor fuel carriers’ reports due. 








Note: March 15 falls on Sunday, hence 
taxes listed as due on that date will be pay- 
able Monday, March 16. 





ARKANSAS 
March 1—— 


Franchise tax reports due. 
Insurance company premiums’ taxes and 
reports due. 
Public utility property tax returns due, 
March 10—— 
Alcoholic beverage reports and taxes due. 
Motor fuel carriers’ reports due. 
Severance taxes and reports due. 
Statement of purchases of natural re- 
sources due. 
March 20—— 
Gross receipts tax and reports due, 
Motor fuel tax and reports dve. 
Use fuel tax and reports due. 


CALIFORNIA 
March 1—— 

Gasoline tax due. 
March—First Monday: 
Unsecured personal property taxes due. 

March 15—— 
Bank and corporation franchise tax returns 
and first installment of tax due. 
Corporation income tax returns and first 
installment due. 
Distilled spirits tax and reports due. 
Gasoline tax reports due. 
Reports due from express and railroad 
companies transmitting money. 
Use fuel taxes and reports due. 
March 20—— 
Beer and wine reports and taxes due. 
Motor carriers’ |gross receipts tax due. 
March 31—— 
Mine owners’ reports due. 





COLORADO 
March 1—— 
Insurance company premiums taxes and 
reports due. 
March 5—— 
Motor carriers’ taxes due. 
Alcoholic beverage manufacturer’s report 
due, 
March 10—— 
Motor carriers’ reports due. 
March 14— 
Sales tax reports and payment due. 
Use tax reports and payment due. 
March 15—— 
Coal mine owners’ reports due. 
Coal tonnage tax reports due. 
Franchise tax reports due. 
Service tax reports and payment due. 
March 25—— 
Gasoline tax reports and payment due. 
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CONNECTICUT 
March 1—— 
Gasoline tax due. 


Insurance company premiums tax reports 
due. 


Motor bus corporation reports due. 

Motor vehicle registration fees due. 
March 10—— 

Cigarette distributors report due, 
March 15—— 

Gasoline tax reports due. 

Unincorporated business 

taxes and reports due. 

March 20—— 

Alcoholic beverage taxes and reports due. 
March 31—— 

Electric, gas, power, water, railroad and 


street railway corporation tax returns 
due. 


Public service company reports due. 


gross income 


DELAWARE 
March 1—— 
Insurance company premiums taxes and 
reports due. 
March 15— 
Alcoholic beverage manufacturers’ and im- 
porters’ reports due. 
Filling stations’ gasoline tax reports due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
March 31—— 
Carriers’ gasoline tax reports due. 


Distributors’ gasoline taxes and reports 
due. 


DISTRICT OF COLUMBIA 
March 1—— 

Domestic and foreign insurance company 
reports due. 

Insurance company premiums taxes due. 

March 10—— 

Licensed manufacturers and wholesalers of 
beer—reports due. 

Licensed manufacturers, wholesalers and 
retailers of alcoholic beverages—reports 
due, 

March 15—— 
Beer tax due. 

March 25—— 
Gasoline taxes and reports due. 

March 31—— 

Bank gross earnings tax due. 

Last day to pay semi-annual installment 
of property tax. 

Last day to pay semi-annual installment 
of public utility tax. 

Motor vehicle registration and fees due. 
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FLORIDA 
March 1—— 
Insurance company premiums tax due. 
March 10—— 


Manufacturers’ and dealers’ alcoholic bev- 
erage taxes and reports due. 


March 15—— 

Carriers’ gasoline tax reports due. 

Electric or gas light, heat, power company 
and telegraph and telephone company 
reports and taxes due. 

Gasoline taxes and reports due. 

Motor vehicle fuel sales and use taxes and 
reports due. 

Transporters’ and carriers’ alcoholic bev- 
erage reports due. 


GEORGIA 
March 1—— 
Public utility special franchise tax (prop- 
erty tax) reports due. 
Railroads’ property tax returns due. 


March 10—— 
Tobacco wholesale dealers’ reports due. 


March 15— 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. ~° 
Intangible personal property returns due. 
Malt beverage taxes and reports due, 
March 20—— 
Gasoline taxes and reports due. 


IDAHO 
March 1— 
Insurance company premiums tax returns 
due, 


Express company reports due. 
March 10—— 
Beer dealers’ reports due, 
March 15—— 
Electric power company taxes and reports 
due. 
Gasoline taxes and reports due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
March 31—— 
Last day for express companies to pay tax. 
Motor vehicle registration fees due. 


ILLINOIS 
March 1—— 
Insurance company premiums tax returns 
due, 
March 10—— 


Motor carriers’ mileage tax due. 
March 15—— 
Cigarette tax returns due. 
Last day to make alcoholic beverage re- 
ports. 
Public utility taxes and reports due. 
Sales taxes and reports due. 
Warehousemen’s alcoholic beverage re- 
ports due. 
March 20—— 
Gasoline taxes and reports due. 
Oil production tax and reports due. 
March 30—— 
Transporters’ gasoline tax reports due. 
March 31 
Last day for corrected franchise report to 
be filed. 





INDIANA 
March 1—— 
Insurance company premium returns due. 
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March 15— 
Bank and trust company intangibles tax 
reports due, . 
Bank share tax reports due. 
Carriers’ gasoline tax reports due. 
March 20—— 
Bank and trust company intangibles tax 
due, 
Bank share tax due. 
Building and loan associations’ intangibles 
taxes and reports due. 
March 25—— 
Gasoline tax reports. 


IOWA 
March 1—— 
Bank share tax (first installment) due. 
Express company property tax reports due. 
Insurance company premiums tax returns 
and payment due. 
Property tax (first installment) due. 
March 10—— 
Carriers’ gasoline tax reports due. 
Cigarette vendors’ report due. 
Class A beer permittees’ reports and pay- 
ment due. 
March 20—— 
Gasoline tax reports and payment due. 
March 31—— 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 


KANSAS 
March 1-—— 
Income tax information returns due. 
Insurance company premiums taxes due. 
Private car company reports due. 
Railroad company returns of tax withheld 
from private car companies due, 
March 10—— 
Malt beverage tax reports and payment 
due. 
March 15—— 
Carriers’ gasoline tax reports due. 
Compensating taxes and reports due. 
Motor carriers’ gross ton mileage taxes and 
reports due. 
March 20—— 
Railroad, telegraph, telephone, pipe-line 
and electric power company returns due. 
Sales taxes and reports due. 
March 25— 
Gasoline tax reports and payment due. 
March 31—— 
Franchise tax returns and taxes due. 
Last day to make bank share reports. 


KENTUCKY 
March 1—— 
Bank share tax due. 
Insurance company (other than life) pre- 
miums taxes and returns due. 
Motor vehicle registration fees due. 
Property tax due. 


March 10— 
Amusement and entertainment taxes and 
reports due. 
Cigarette tax report due. 
Refiners’ and importers’ gasoline tax re- 
ports due, 
March 15— 
Alcoholic beverage reports due. 
Income tax information returns due. 
Motor vehicle fuel (other than gasoline) 
tax reports and payment due. 
Passenger carriers’ mileage tax due. 
Public utility gross receipts tax and re- 
ports due. 







125 






Oil production taxes and reports due. 


March 31—— 
Dealers’ and transporters’ gasoline tax re- 
ports and payment due. . 
Last day for public utilities to make fran- 
chise tax reports. 
Public utility property tax returns due, 


LOUISIANA 
March 1—— 
Chain store tax due before this date. 
Insurance company premiums taxes and 
reports due. 
License taxes delinquent. 
Wholesalers’ tobacco reports due. 
March 10—— 
Importers’ gasoline taxes and reports due. 
Importers’ kerosene taxes and reports due. 
Importers’ lubricating oils reports due. 
Light wine and beer importers’ reports 
due. 
Oyster tax reports due. 
March 15—— 
Carriers’ gasoline tax reports due. 
Carriers’ kerosene tax reports due. 
Carriers’ light wine and beer reports due. 
Carriers’ lubricating oils reports due. 
Intoxicating liquor manufacturers’ and 
dealers’ reports due. 
Wholesalers’ tobacco tax reports due, 
March 20—— 
Dealers’ gasoline taxes and reports due. 
Dealers’ kerosene taxes and reports due. 
Fuel use tax reports and payment due. 
Light wine and beer manufacturers’ and 
dealers’ taxes and reports due. 
Lubricating oils tax due; dealers’ reports 
due. 
New Orleans sales and use taxes and re- 
ports due. 
Petroleum solvents reports due. 
State sales and use tax returns and pay- 
ments due. 


MAINE 

March 1—— 

Foreign corporation license fees due, 

Motor vehicle registration fees due. 
March 10—— 

Reports due from manufacturers and 

wholesalers of malt beverages. 

March 15—— 

Use fuel tax and reports due. 
March 31—— 

Gasoline tax and reports due. 


MARYLAND 
March 10—— 
Admissions taxes due. 
March 15— 


Distilled spirits property tax due. 

Insurance company premiums tax and re- 
ports due. 

Utility gross receipts franchise tax reports 
due. 

March 31—— 

Beer taxes and reports due. 

Gasoline taxes and reports due. 

Motor vehicle registration fees due. 


MASSACHUSETTS 
March 1—— 
Income tax information returns due. 
Personal income tax return and tax (first 
installment) due. 
March 10—— 
Alcoholic beverage taxes and reports due. 
Meals excise return and tax due. 






































































































































































































































































































































































































































































































































































































































































































































































































































































































































Cigarette distributors’ taxes and reports 
due. 
March $1—— 
Gasoline taxes and reports due. 


MICHIGAN 
March 1—— 
Bank share tax due. 
Gas and oil severance taxes and reports 
due. 


Last day to pay property taxes without 
interest charges. 


Last day to make insurance company 
premiums tax reports. 
March 5—— 
Carriers’ gasoline tax reports due. 
March 15—— 
Sales tax reports and payment due. 
Use tax reports and payment due. 
March 20—— 
Distributors’ gasoline tax and reports due. 
March 31—— 
Gas and oil severance tax and reports de- 


linquent, 
Last day to file intangibles tax returns and 
pay tax. 
MINNESOTA 
March 1—— 


Income tax information returns by public 
officials due. 
Insurance company premiums tax reports 
due. 
Iron severance tax reports due from op- 
erators. 
Personal property tax is delinquent, 
Public utilities (except railroads) gross 
earnings tax due. 
March 10—— 
Wholesalers’, brewers’ and manufacturers’ 
alcoholic beverage reports due. 
March 15— 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due, 
Interstate motor carriers’ mileage tax due. 
Small loan business reports due. 
March 25—— 
Gasoline tax due. 
March 31—— 
Common carrier financial report due. 


MISSISSIPPI 
March 1—— 
Domestic insurance company premiums 
taxes and reports due. 
March 5—— 
Factory reports due. 
March 10—— 
Admissions taxes and reports due. 
March 15— 
Gasoline tax reports and payment due. 
Income tax information returns due, 
Income tax returns and tax (first install- 
ment) due. 
Manufacturers, distributors and whole- 
salers of tobacco—reports due. 
Retailers, wholesalers and distributors of 
light wines and beer—reports due. 
Sales tax reports and payment due. 
Timber severance taxes and reports due. 
Use tax reports and payment due. 


MISSOURI 
March 1—— 
Annual sales tax and reports due. 
Factory reports due. 
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Franchise tax reports due. 
Income tax information returns due. 
Insurance company premiums tax reports 
due, 
March 5—— 
Non-intoxicating beer permittees’ reports 
due. 
March 15—— 
Alcoholic beverage report due. 
Gasoline tax reports due. 
Income tax returns due. 
Retail sales tax reports and payment due. 
March 25—— 
Gasoline tax due. 
Use fuel tax and reports due. 


MONTANA 
March 1—— 

Domestic corporation reports due. 

Foreign corporation reports due. 

Income (corporation license) tax returns 
due. 

Insurance company premiums tax reports 
due. 

Sleeping car company reports due. 

March—First Monday—— 

Telegraph, telephone, electric power or 
transmission line, canal, ditch and flume 
company property tax returns due. 

March 15—— 

Brewers’ and liquor wholesalers’ taxes and 
reports due. 

Electric company reports and taxes due. 

Gasoline taxes and reports due. 

Income tax information returns due. 

March 20—— 
Crude petroleum producers’, transporters’, 
dealers’ and refiners’ reports due. 
March 31— 
Insurance company licenses expire. 
Mine returns due. 


NEBRASKA 
March 1—— 
Insurance company premiums, tax reports 
and foreign company payments due. 
March 15—— 
Alcoholic beverage manufacturers’ 
wholesale distributors’ reports due. 
Gasoline taxes and reports due. 
Imitation butter reports and taxes due. 


and 


NEVADA 
March 1—— 
Annual statements of foreign corporations 
must be published during March. 
Insurance company premiums tax reports 
due, 


Petroleum products reports and fees due. 
March—First Monday—— 

Electric light, heat and power, gas, street 
railway, telegraph, telephone and water 
company reports due. 

Property tax (quarterly installment) due. 

March 15— 
Carriers’ gasoline tax reports due. 
March 25—— 


Dealers’ gasoline tax reports and payment 
due. 


Fuel users’ tax reports and payment due. 


NEW HAMPSHIRE 
March 1—— 

Annual list of stockholders of railroads 
and other dividend-paying corporations 
due. 

Foreign insurance company premiums tax 
reports due. 

Gasoline tax due. 

March 10—— 
Alcoholic beverage taxes and reports due. 
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March 15—— 
Gasoline tax reports due. 
Personal income tax returns due, 
March 31—— 
Motor carriers’ registration and fees due, 
Motor vehicle registration and fees due. 


NEW JERSEY 
March 1—— 

Foreign insurance companies (except life) 
reports due. 

Railroad company reports due. 

March 10— 

Excise tax reports and payment due by 
interstate busses. 

Gross receipts tax reports and payment due 
by busses and jitneys in municipalities, 

March 15—— 

Alcoholic beverage reports and taxes due 
by manufacturers, distributors, trans- 
porters, warehousemen and importers. 

March 20—— 

Alcoholic beverage retail consumption and 

distribution taxes and reports due. 
March 30—— 
Carriers’ gasoline tax reports due. 


March 31—— 
Distributors’ gasoline taxes and reports 
due. 
NEW MEXICO 
March 1—— 
Insurance company premium taxes and re 
ports due. 


Last day to file property tax returns. 
March 2—— 
Motor vehicle registration fees due. 
March 15—— 
Franchise tax reports due. 
Occupational gross income tax reports ana 
payment due. 
Oil and gas conservation reports due. 
Severance taxes and reports due. 
March 20—— 
Motor carriers’ reports and taxes due. 
March 25—— 
Gasoline taxes and reports due. 
Use or compensating taxes and reports 
due. 


NEW YORK 
March 1—— 

Insurance company reports due. 

Last day for transport and transmission 
company primary tax reports and pay- 
ment due. 

Real estate, holding and codperative agri- 
cultural corporation franchise tax and 
reports due. 

March 20—— 
Alcoholic beverage taxes and reports due. 
March 25—— 


Additional public utility taxes and reports 
due. 

New York City conduit company taxes and 
reports due. 

New York City public utility excise taxes 
and returns due. 

March 31—— 
Gasoline taxes and reports due. 


NORTH CAROLINA 
March 1—— 
Firemen’s Relief Fund tax reports due. 
March 10—— 
Carriers’ gasoline tax reports due. 


















fe) 


orts 


ana 


ports 


ssion 
pay- 
agri- 
and 


. due. 
‘ports 
is and 


taxes 





February, 1943 





STATE TAX CALENDAR 


STATE TAX CALENDAR 





Railroads’ alcoholic beverage tax and re- 
ports due. 
Tobacco dealers’ monthly reports due. 
March 15— 
Corporation reports of registered stock-or 
bondholders due. 
Income tax information returns due. 


Income tax returns and tax (first install- 
ment) due. 


Intangibles personal property tax due. 
Sales and use taxes and reports due. 
Spirituous liquor tax due. 
March 20—— 
Distributors’ gasoline tax and reports due. 
March 31 
Railroads’ and utility tax reports due. 





NORTH DAKOTA 
March 1—— 
Cigarette distributors’ report due. 


Insurance company premiums tax and re- 
ports due. 


Personal property tax due. 

Real property tax (semi-annual install- 
ment) due. 

March 15— 

Alcoholic beverage transactions tax reports 
and payment due. 

Gasoline tax reports and payment due. 

Income tax information returns due. 


Income tax returns and tax (first install- 
ment) due. 


Interstate motor carriers’ tax due. 


OHIO 
March 1—— 

Foreign insurance company premiums tax 
(first installment) due. 

Last day to make insurance company pre- 
miums tax reports. 

Utility company returns due—except motor 
transportation, sleeping car, freight line 
and equipment companies. 

Mareh 10—— 

Admissions tax reports and payment due. 

Alcoholic beverage reports due from Class 
A and B permittees. 

Cigarette wholesalers’ reports due. 

March—Second Monday—— 

Bank share tax reports due. 


Last day for deposits report of financial 
institutions, 


Reports due from dealers in intangibles. 
March 15—— 
Cigarette use tax and reports due. 
March 20—— 
Dealers’ gasoline tax reports due. 
March 30—— 
Carriers’ gasoline tax reports due. 
March 31—— 
Annual statement of foreign corporations 
due. 
Gasoline tax reports due. 
Grain handling tax (semi-annual install- 
ment) due. 
Intangibles personal property tax (semi- 
annual installment) due. 
Last day for filing foreign corporations’ 
franchise tax reports. 
Last day to make property tax returns, 
Tangible personal property tax (semi-an- 
nual installment) due. 


OKLAHOMA 
March 1—— 
Annual labor reports due. 
Express company reports due. 
Last day to list intangible property. 


Oil, gas and mineral gross production re- 
ports and payment due. 
Property tax installment due. 
Property tax returns due. 
March 5—— 
Operators’ reports of mines (other than 
coal) due. 
March 10—— 


Airports’ gross receipts reports and taxes 
due. 


Alcoholic beverage tax reports and pay- 
ment due. 
March 15—— 
Carriers’ gasoline tax reports due. 
Gasoline taxes and reports due. 


Income tax returns and tax (first install- 
ment) due. 


Sales tax reports and payment due. 
March 20—— 


Carriers’ use fuel tax reports due, 
Coal mine operators’ reports due. 
Use fuel oil tax and reports due. 
Use tax reports and payment due. 


OREGON 
March 1—— 


Insurance company premiums tax reports 
due. 


March 10—— 
Oil production tax reports and payment 
due. 
March 20—— 


Alcoholic beverage tax reports and pay- 
ment due. 

Gasoline tax reports and payment due. 

Motor carriers’ reports and taxes due. 


PENNSYLVANIA 
March 10—— 
Malt beverage reports due. 


Spirituous and vinous liquor importers’ re- 
ports due. 


Philadelphia amusement tax report and 
payment due. 
March 15—— 
Capital stock tax returns and payment due. 


Corporate loans tax returns and payment 
due. 


Corporation bonus reports and payment 
due. ‘ 


Employers’ returns of tax withheld at 


source due under Philadelphia income 
tax law. 


Franchise tax reports and payment due. 

Insurance company premiums tax reports 
and payment due. 

Manufacturers’ alcoholic beverage tax re- 
ports and payment due. 


Philadelphia income tax returns and tax 
(first installment) due. 


March 31—— 


Gasoline tax reports and payment due. 
Motor vehicle registration fees due. 


RHODE ISLAND 
March 1—— 


Corporate excess tax returns due. 

Franchise tax reports due. 

Public utility reports due. 
March 10—— 


Manufacturers’ alcoholic beverage reports 
due, 


Tobacco products tax reports due. 
March 15—— 
Gasoline taxes and reports due. 


SOUTH CAROLINA 
March 1 
Fire insurance company premiums tax re- 
turns and payment due. 
Personal property tax returns due. 





March 10—— 
Admissions tax reports and payment due. 
Beer and wine wholesalers’ reports due. 
Last day to make power tax return and 

payment. 

March 15— 

Income tax information returns due. 
Income tax returns and payment due. 

March 20—— 

Gasoline tax reports and payment due. 
Use fuel tax reports and payment due. 


SOUTH DAKOTA 
March 1—— 
Foreign corporation reports due before 
this date. 
Last day to make reports and pay insur- 
ance company premiums tax. 
Passenger motor carriers’ taxes due. 
March 15—— 
Alcoholic beverage sales reports due. 
Gasoline tax reports due. 
Sales tax reports and payment due. 
Use fuel tax and reports due. 
Use tax reports and payment due. 
March 31—— 
Bank excise income tax returns and pay- 
ment (first installment) due. 
Income tax information returns due. 
Income tax returns and tax (first install- 
ment) due. 
Last day for payment of private car line 
property tax. 
Motor vehicle registration and fees due. 


TENNESSEE 
March 1—— 
Cottonseed oil mills’ reports due during 
month. 


March 10—— 
Barrel tax on beer due. 
Carriers’ gasoline tax reports due. 
Cigarette distributors’ reports due. 
Last day to make alcoholic beverage re- 
ports. 
March 15—— 
Reports due on fuel used in internal com- 
bustion engines. 
Stock and bond income tax returns and 
payment due. 
March 20—— 
Distributors’ gasoline tax reports and pay- 
ment due. 
Liquid carbonic acid gas tax due. 


TEXAS 
March 1—— 
Insurance company premiums tax reports 
and payment due. 
Intangibles assets (capital stock) tax re 
port due (includes public utilities). 
Public utility intangibles tax reports due. 
March 10—— 
Cigarette distributors’ report due. 
March 15—— 
Last day for filing franchise tax reports. 
Oleomargarine taxes and reports due. 
March 20—— 
Carriers’ motor fuel tax reports due. 
Liquefied gas and liquid fuel use tax re- 
ports and payment due. 
Motor fuel taxes and reports due. 
Oil and gas well technicians’ gross receipts 
tax and reports due. 
March 25—— 
Carbon black production tax reports and 
payment due. 
Natural gas production taxes and reports 
due. 
Oil production taxes and reports due. 


Theatre prize and awards taxes and re- 
ports due. 



















































































































































































































































































































































































































































TAX ES—The Tax Magazine 


February, 1943 


FEDERAL TAX CALENDAR 


March 1—— 
Insurance company premiums tax reports 
due. 
March 10—— 
Carriers’ gasoline tax reports due. 
Carriers’ use fuel tax reports due. 
Liquor licensees’ reports due. 
March 15— 
Distributors’ and retailers’ gasoline taxes 
and reports due. 
Income (franchise) tax returns and tax 
(first installment) due. 
Individual income tax returns and pay- 
ment due. 
Sales tax returns and payment due. 
Use fuel tax and reports due. 
Use tax returns and payment due. 
March 31—— 
Insurance company premiums tax due. 


VERMONT 
March 1—— 
Annual corporation reports due. 
Corporation license taxes and reports due. 
March 10— 
Alcoholic beverage taxes and reports due. 
March 15—— 
Corporation income tax returns and tax 
(first installment) due. 
Electric light and power company taxes 
and reports due. 
Individual income tax returns and tax 
(first installment) due. 
March 31—— 
Gasoline tax reports and payment due. 


VIRGINIA 
March 1—— 
Annual corporation registration fees due. 
Certified motor carriers’ property tax re- 
turns due. 
Franchise tax due. 
Insurance company premiums tax returns 
due, 
March 10—— 
Beer dealers’, bottlers’ and manufacturers’ 
reports due. 
March 20—— 
Carriers’ gasoline tax reports due, 
Gasoline taxes and reports due. 
Use fuel tax and reports due. 


WASHINGTON 

March 1 

Insurance gross premiums taxes due. 
March 10—— 

Distillers’, wineries’, brewers’ and manu- 

facturers’ reports due. 

March 15—— 

Admissions taxes and reports due. 


Butter substitutes tax reports and payment 
due. 

Carriers’ gasoline tax reports due. 

Fuel oil reports and taxes due. 

Gasoline tax reports and payment due. 

Gross income tax returns and payment 
due. 

Public utility gross operating taxes and re- 
ports due. 

Public utility property tax returns due. 

Sales tax reports and payment due. 

Use fuel tax and reports due. 

Use tax reports and payment due. 


WEST VIRGINIA 
March 1—— 


insurance company premiums taxes and 
reports due. 


March 10—— 


Alcoholic beverage taxes and reports due. 


March 15—— 


Personal income tax information returns 
due. 


Sales tax reports and payment due. 


March 30—— 


Gasoline tax reports and payment due. 


WISCONSIN 


March 1—— 


Beer tax reports due. 

Electric codperative association tax re- 
ports due. 

Insurance company premiums taxes and re- 
ports due. 

Telephone company gross receipts reports 
and taxes due, 


Transportation company gasoline tax re- 
ports due. 


March 10—— 


Intoxicating liquor and wine tax reports 
due. 


March 15—— 


Income tax information returns due. 

Income tax returns and tax (first install: 
ment) due. 

Privilege dividends tax and reports due on 
constructive dividends. 

Railroad, telegraph, sleeping car and ex- 
press company property tax reports due. 


March 20—— 


Gasoline and diesel fuel taxes and reports 
due. 


March 31—— 


Privilege dividends tax and returns due. 


WYOMING 


March 1—— 


Express company gross receipts tax re- 
ports due. 

Last day to make insurance company pre- 
miums tax reports. 

Mileage statements due from railroads and 
car companies. 


March 10—— 


Carriers’ gasoline tax reports due. 


March 15— 


Dealers’ gasoline tax reports due. 

Sales tax reports and payment due. 

Use tax reports and payment due. 
Wholesalers’ gasoline tax and reports due. 


March 20—— 


Motor carriers’ taxes and reports, due. 


March 30—— 


Last day to pay insurance company pre- 
miums tax. 


FEDERAL TAX CALENDAR 


March 15—— 


Corporation income tax and excess profits 
tax returns due for year ended December 
31. Forms 1120 and 1121. 


Entire income-excess profits taxes or first 
quarterly installment due on returns for 
year ended December 31. Forms 1040, 
1041, 1120, 1121, 1120H, 1120L. 


Entire income tax or first and second quar- 
terly installments due under general ex- 
tension (citizens abroad, etc.) for fiscal 
year ended September 30, with interest 
at 6% from December 15 on first install- 
ment, Form 1040 or 1120, 

Entire income tax or first quarterly in- 
stallment due on returns of nonresidents 
for fiscal year ended September 30. 
Forms 1040B, 1040NB, 1040NB-a, 1120NB. 

Fiduciary income tax return due for year 
ended December 31. Form 1041, 


Foreign partnership return of income due 
by general extension for fiscal year ended 
September 30. Form 1065. 

Individual income tax returns due by gen- 
eral extension for fiscal year ended Sep- 
tember 30, in case of American citizens 
abroad. Form 1040. 

Individual income tax return due for year 
ended December 31. Form 1040. 

Last day for filing annual returns of tax to 
be paid at the source. Forms 1013 and 
1042, 

Last quarterly income tax payment due on 
returns of nonresidents for year ended 
December 31, 1940. Forms 1040B, 
1040NB, 1040NB-a, 1120NB. 

Life insurance company income tax returns 
due for year ended December 31. Form 
1120L. 

Monthly information return of stockhold- 
ers and directors of foreign personal 
holding companies due for February. 
Form 957. 

Nonresident alien individual income tax 
return due for fiscal year ended Sep- 
tember 30. Form 1040B. 

Nonresident alien individual income tax 
return due (no U. S. business or office) 
for fiscal year ended September 30. 
Forms 1040NB, 1040NB-a, 

Nonresident foreign corporation income 
tax return due for fiscal year ended Sep- 
tember 30. Form 1120NB. 

Partnership return of income due for year 
ended December 31. Form 1065. 


Resident foreign corporations and domestic 
corporations with business and books 
abroad or principal income from JU. S. 
possessions—returns due for fiscal year 
ended September 30, by general exten- 
sion, Forms 1120 and 1121. 


Second quarterly income-excess profits tax 
payment due for fiscal year ended Sep- 
tember 30. Forms 1040, 1041, 1120, 1120H, 
1120L, 1121. 


Second quarterly income tax payment due 
on returns of nonresidents for fiscal year 
ended June 30. Forms 1140B, 1120H, 
1120L, 1120NB. 

Stockbrokers’ monthly return of stamp ac- 
count due for February. Form 838. 


Third quarterly income-excess profits tax 
payment due for fiscal year ended June 
30. Forms 1040, 1041, 1120, 1120H, 1120L, 
1121. 

March 20—— 

Monthly information return of ownership 
certificates and income tax to be paid at 
source on bonds due for February, Form 
1012. 

March 31—— 

Admissions, dues and safety deposit box 
rentals tax due for February. Form 729. 

Excise taxes on electrical energy, tele- 
graph and telephone facilities, trans- 
portation of oil by pipe line, and 
passenger transportation due for Feb- 
ruary. Form 727. 

Excise taxes on lubricating oils, matches, 
and gasoline due for February. Form 
726. 

Excise taxes on sales due for February. 
Form 728. 


Processing taxes on oils due for February. 
Form 932. 

Retail dealers’ excise tax and returns due 
for February on jewelry, etc., furs and 
toilet preparations. Form 728a. 

Sugar (manufactured) tax due for Febru- 
ary. Form 1 (Sugar). 


Tax on bowling alleys, billiard and pool 
rooms and coin operated amusement and 
gaming devices due for February, if lia 
bility incurred, Form 11B. 





